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PREFACE 


HIS book has been written in response to 
numerous and urgent requests that my 
Forty Years of American Finance, published in 1909, 
should be so extended as to cover the period of the 
European War. It was originally planned to add 
three or four chapters to the older book and publish 
them with the rest, under the same or an amended 
title; but it soon became evident that the necessary 
scope of the wartime narrative would not admit of 
that arrangement. Although, however, the pres- 
ent book embodies separate and independent 
treatment of the period, it also provides an un- 
broken historical continuation of the preceding 
work—as indeed it was bound to do, since exami- 
nation of the country’s financial history between 
1908 and 1914 was indispensable in order properly 
to explain the remarkable economic experiences of 
the United States in the war itself. Similarly, it 
appeared to me that the War Period of American 
Finance must logically include the extraordinary 
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episodes of inflation and deflation which im- 
mediately followed return of peace. 

The immense complexity of interlocking events 
in war-time finance has made it necessary, espe- 
cially in describing the period when the United 
States was itself at war, to treat the subject in 
broad perspective. A narrative which should 
undertake to discuss exhaustively every economic 
incident and expedient of the war would require a 
book of many volumes; probably a good many 
separate books. I believe, however, that there is 
need for a book of moderate length which will tell 
the story in its larger outlines, describing and 
discussing those economic events, financial move- 
ments and governmental policies which primarily 
determined the history of the period. For the 
same reason, I have not indulged in discussion of 
the controversial theories that surround many of 
the financial occurrences during and after war- 
time, except so far as was necessary to make the 
sequence of events plain to the reader. The 
limitation placed many years ago on the Forty 
Years of American Finance, that it was not an 
economic treatise but a financial history of our own 
times, may frankly be applied to this volume. 

The narrative contained in this book is based on 
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original sources. Published description or inter- 
pretation of events by other writers has been 
utilized only when it expressed the view of active 
participants in the events described. For first- 
hand personal information regarding certain facts 
not generally known or of public record I owe 
acknowledgment to Senator Carter Glass, author 
of the Federal Reserve Law in its existing form; 
to Bernard M. Baruch, chairman of the War In- 
dustries Board, and to Benjamin Strong, governor 
of the New York Federal Reserve Bank. But my 
conclusions regarding the facts in question are 
my own. 

If I shall succeed in making clear to the reader 
the true relation of events in the bewildering 
economic chapter from 1914 to 1920 inclusive, the 
actual operation of economic cause and effect, and 
the reason for a change in the American financial 
position which was beyond the conception of hu- 
man imagination in the days before 1914, I shall 
be satisfied. 

Aael.iN: 


May, 1926. 
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THE WAR PERIOD 
OF AMERICAN FINANCE 


CHAPTER I 


ON THE EVE OF THE WAR 


E purpose of this book is to describe and 

examine the economic events which either 
shaped or reflected transition from the America of 
days before the great European war to the Amer- 
ica of today. In a period whose economic phe- 
nomena were absolutely world-wide in their 
scope, our own financial history was of necessity 
closely interwoven with the movement of events 
in Europe. Those events, however, I shall dis- 
cuss only so far as they directly affected at a 
given moment the particular incidents in Amer- 
ican finance. That the war itself should have 
been the paramount influence on the course of 
affairs outside of Europe, followed inevitably from 
the unprecedented cost and destructiveness of 

3 


4 The War Period of American Finance [1914 


the conflict. Yet the manner in which the 
United States adapted itself to the altered condi- 
tions, the actual effect on our own financial and 
industrial structure of the portentous changes in 
the outside world, are fully explainable only in 
the light of events and tendencies within the 
United States itself and independent of foreign 
influences. It is those events and tendencies to 
which my narrative will be primarily directed. 
Many financial phenomena of the time, notably 
the rise of prices and the magnitude of financial 
transactions in this country during the period 
of war and afterward, merely repeated the world’s 
previous experience in such episodes. All great 
wars of the past have disclosed, as this one did, an 
unimagined economic power in the possession of 
every nation. If our own public loans, public 
expenditure, national taxes and industrial produc- 
tion came to be measured in 1917 and 1918 in 
terms of billions, where a few hundred millions 
would have startled the markets of pre-war days, 
not only had Europe in 1915 and 1916 set the 
pace for that while the United States was neutral, 
but financial resources equally unsuspected at 
the time had been called into play during Eng- 
land’s wars with Napoleon, for instance, and 
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during our own War of Secession. When, how- 
ever, long before this war was ended, the United 
States became the financial centre of the world, 
the dispenser of credit even to Europe, a picture 
was presented wholly distinct from that of any 
other country. As in the period of actual war- 
fare, so on return of peace. Our own markets and 
the rest of the world had emerged from other 
wars when the world’s economic machinery was 
almost brought to astop. Most of the financial 
and political consequences of the Great European 
War—the widespread abandonment of the gold 
standard, the attitude of labor, the disintegration 
of the Austro-Hungarian Empire, the capture of 
Russia by Communist dictators, the sweeping of 
Germany into a maelstrom of currency deprecia- 
tion beyond all experience of previous economic 
history—were changes no more unpredicted and 
no more epoch-making than those which had 
followed such other conflicts of the past as the 
Thirty Years’ War or the campaigns of Fred- 
erick and Napoleon. But the shifting of balance 
in the world’s economic relations which followed 
1914 was something new in history. 

That the United States was then a borrow- 
ing community, largely dependent on European 
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capital for the development of its industries, 
everybody recognized in 1914. The country was 
vitally influenced in its own finance by the course 
of Europe’s markets. It paid so great a yearly 
tribute as interest on its obligations to European 
banks and investors, the accumulation of more 
than half a century, that a very large surplus of 
merchandise exports over imports was necessary 
to balance the account, and we were always likely 
to be drained of our gold supply when foreign 
markets sold back part of their holdings of our 
stocks and bonds. The change to the position 
of 1923 and 1925 was complete in every particu- 
lar. With our Treasury in 1922 stipulating terms 
for England’s refunding of $4,000,000,000 in- 
debtedness to the United States Government, 
contracted in only two years; with New York 
subscribing in 1924 for a billion and a quarter in 
new securities of foreign governments and com- 
panies, including half a billion to Europe, * whereas 
$100,000,000 to $150,000,000 was the maximum 
of our takings of European bonds in any year 
before 1915;? with the British government avow- 


* Balance of International Payments in 1924, U. S. Department 
of Commerce, April, 1925, pp. 13-20. 
* Forty Years of American Finance, p. 282. 
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edly leaning on our Federal Reserve to effect its 
own resumption of gold payments in 1925;' with 
an import of gold which, notwithstanding repur- 
chase of Europe’s holdings of our own securities, 
had brought into our bank vaults before the end 
of 1924 half of the world’s available stock of gold, 
including all of the old Russian State Bank’s 
accumulations, most of the German Reichsbank’s 
original reserve, and practically the whole Trans- 
vaal gold output since 1920—with all this series of 
events, which the wildest imagination of 1914 
could not have pictured as possible, it is within 
the facts to describe the outcome of the war 
as reversal of the old economic order. These 
changes did not occur at once in 1914, but most 
of them came with extraordinary suddenness 
very shortly afterward, and all the basic causes 
for the new economic situation will be found in 
the history of the twelve months after war began 
in August, 1914. I hope to show in what way 
and by what special influences that dramatic eco- 
nomic transformation was effected. 

To do this, it will be necessary to review cer- 


t Speech of W. S. Churchill, Chancellor of British Exchequer, 
announcing gold resumption to Parliament, April 28, 1925. 
2 Balance of International Payments in 1924, p. 6. 
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tain incidents of our financial history before the 
war. There was nothing in the country’s eco- 
nomic situation, on the eve of the European war, 
to suggest to financial imagination the possibil- 
ity of such achievement. It is true that there 
had been a moment, at the climax of the wind- 
fall of American prosperity in 1900, when New 
York began to talk of ‘‘displacing London as the 
world’s money centre.” But the course of events 
had soon seemed to relegate that idea to the limbo 
of discarded economic illusions. The financial 
dependence of the United States on Europe had 
again become as plainly visible as in the eighties 
and nineties. The brief and disappointing revival 
of trade in 1909, following the panic of 1907 and 
the depression of 1908, was itself followed in this 
country by what seemed to indicate an enfeebled 
economic condition. Our railways, sometimes 
even our cities, were compelled to place large 
loans both at London and Paris during Ig1o, 
admittedly for the reason that the American 
investment market was itself in an unsatisfactory 
condition and suspicious of the situation in Amer- 
ican industry. ? 


* Forty Years of American Finance, p. 283. 
* Financial Chronicle, ‘Retrospect of 1910," Jan. 7, 1911, p. 7. 
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For a time, during 1909, all the familiar indices 
of trade recovery had appeared to be in evidence. 
From 9,018,000 tons in the second half of 1908 the 
country’s iron production had increased to 14,- 
773,000 in the second half of 1909, the larger 
figure surpassing all previous records. Exchange 
of bank checks in the United States had risen 25 per 
cent above 1908; the stock market had moved 
as if the country was back again in 1906. But 
the equally familiar ‘“secondary reaction”’ came, 
as it had come after 1895 and 1875, quickly and 
with discouraging completeness. The higher pro- 
tective tariff installed by the Payne-Aldrich Bill of 
1909 was as futile for stimulating trade or restor- 
ing prosperity as it turned out to be politically 
unpopular. It did not even serve its avowed pur- 
pose of checking import of foreign goods, which in 
the calendar year 1910 was $139,000,000 greater 
even than in 1907, representing the largest total on 
the record, while exports were reduced by $57,000,- 
ooo. Whereas imports of gold had exceeded 
exports by $88,100,000 in 1907, the surplus of gold 
exports in 1909 was $88,700,000, and this was 
accepted as another sign of weakened econornic 
strength. The price of iron fell from $19 to $15.50 
per ton during 1910, of steel from $27.50 to $23, 
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and the steadily slackening activity in general 
trade, of which this was an indication, occurred 
as an unmistakable result of declining industrial 
demand. Reaction in trade found its natural © 
reflection in decreasing railway earnings. The 
companies, alleging that transportation rates at 
the existing level were in many cases unremunera- 
tive, undertook to raise them; but the advances 
were promptly suspended by the Interstate Com- 
mission under the larger powers conferred on it 
by Congress in 1910. A great decline ensued on 
the investment markets; it was presently aggra- 
vated by partial failures of the harvests of 1911, 
when a long drought cut down the wheat crop 
to the smallest yield since the very short crop of 
1904. 

As has often happened under such circumstances 
in our history, discouragement over the business 
situation found expression in politics, and the 
political result on this occasion deserves special 
attention, because it had direct and important 
influence on the nature of our unconscious prep- 
aration for the war-time economic strain, and 


‘Annual Report Interstate Commerce Commission, Dec. 20, 
IgIt, p. 2. Financial Chronicle, ‘‘Retrospect of 1911,” Jan. 6, 
TOI2) Dp. 7- 
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probably on our national policy during the period 
of war itself. Even in 1910 the Congressional 
elections voiced the popular feeling of unrest 
and discontent. New York, Massachusetts, Con- 
necticut and New Jersey, all of which the Repub- 
licans had carried in 1908, went over to the other 
party. In some usually doubtful states, such as 
Ohio, the Democrats won sweeping victories; a 
Republican majority of 47 in the existing House 
of Representatives was replaced by an elected 
majority of 63 Democrats in 1910. The wave of 
political opposition to the ruling powers—the 
most familiar of all phenomena at such times of 
industrial depression—did not abate until the 
Democratic party had elected Woodrow Wilson 
president in November, 1912. Although no one 
then foresaw the coming European conflict, that 
election had a very distinct bearing on it, through 
determining personnel and party affiliations of the 
Executive and Congress by whom this country’s 
policies were directed, during our period of neutral- 
ity and, when supplemented by the election of 
1916, during our own participation in the war. 
How far those policies might have differed and 
with what results on the course of the war, if Mr. 
Roosevelt or Mr. Taft had been elected presi- 


12 The War Period of American Finance {1912 


dent in 1912, will always remain a matter of his- 
torical controversy. That Mr. Roosevelt, with 
his political intuition and his individual prestige 
in the field of international diplomacy, might con- - 
ceivably have restrained the German government 
from its fatal step of July, 1914, or, having failed to 
accomplish that, might have brought the United 
States into the war in 1915, thereby shortening 
the conflict, is at least a debatable proposition. 
Yet it cannot be overlooked that, on the outbreak 
of the war, Mr. Roosevelt publicly declared that 
‘‘neutrality may be of prime necessity to pre- 


” 


serve our own interests,’’ especially ‘‘to conserve 
our influence for helping towards the re-estab- 
lishment of general peace when the time comes,’’? 
and that when his attitude had changed in 1915 
it was an open question (which contemporary 
expression of public opinion did not settle) 
whether the West and South would then have 
followed even Roosevelt’s lead into armed inter- 
vention. Nor can the fact be dismissed from 
consideration that President Wilson’s insistence 
on the enactment of the Federal Reserve Law dur- 
ing 1913 turned out to be a matter of paramount 
importance in the financial relations of this coun- 


* Article in The Outlook, N. Y., Sept. 23, 1914. 
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try to the war, whereas there is little reason to 
suppose that a banking and currency-reform law 
would have been enacted in that year if Mr. Taft 
or Mr. Roosevelt had occupied the White House. 
To both the opportunity had come for pressing 
such legislation during their own respective ten- 
ure of office, and neither had taken any aggres- 
sive stand regarding it. The political reasons for 
their attitude, in view of the proposals to which 
their party was committed, would almost certainly 
have been as strong in 1913 as in 1909 or 1908. 
As a matter of political history pure and simple, 
the election of Mr. Wilson in 1912 has frequently 
been described asaccidental. That it was actually 
an Opposition victory is often denied. Although 
the Democratic candidate carried all but eight 
states in the Union and polled a vote in the 
Electoral College larger by 347 than the next 
strongest candidate, whereas even in 1904 Roose- 
velt’s electoral plurality was only 196, neverthe- 
less that sweeping success was admittedly made 
possible by the breach in the Republican party 
and the candidacy of ex-President Roosevelt on 
an independent ticket. The popular vote for 
Mr. Wilson was more than 2,000,000 greater than 
the vote for either President Taft or Mr. Roose- 
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velt, but it was smaller by 1,309,836 than their 
combined vote. If all the votes polled by the two 
Republican candidates had been cast for either 
one of them, he would have carried enough of the 
states in which neither actually won a plurality 
to have overtopped Mr. Wilson by more than 100 
votes in the Electoral College. This does not, 
however, mean that I912 should normally have 
witnessed a Republican victory. The result of a 
‘‘three-cornered contest’’ can never be accurately 
accounted for in that way. A popular independ- 
ent candidate like Roosevelt always draws votes 
from both regular tickets; it is impossible to know 
exactly how much he has drawn from either, or 
what would have been the division of votes with- 
out his candidacy. The essential fact remained 
that the Opposition party had carried the elec- 
tion, for the first time since the Republicans won 
the presidency under not altogether dissimilar 
economic conditions in 1896, sixteen years before, 
and that the voters had unconsciously decided 
who was to guide the country’s political desti- 
nies through the European conflict. Since the 
feud in the Republican party had been carried 
so far as to nominate opposing candidates not only 
for the presidency but for Congress, another 
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result of the election was that the Democratic 
House majority of 66 in the preceding Congress 
now rose to 145, while the Senate, which the 
Republicans had previously controlled by a major- 
ity of 6, now became Democratic by a majority of 
10. Thus the new president had behind him a 
party in full control of both houses; a considera- 
tion which played an important part, both in the 
pre-war legislation and in the conduct of the war. 
The year in which Mr. Wilson was elected, 
almost the month of his election, witnessed what 
was recognized in after years, but not at the time, 
as premonition of the Great European War and 
of its immediate financial consequences. In many 
respects the year 1912, notwithstanding the 
atmosphere of depression and discouragement 
carried over from 1911, had presented indications 
of normal trade revival in the United States. The 
circumstances were not entirely unlike those 
which had preceded returning prosperity in 1879 
and 1897.' Readjustment of American prices 
had been drastic; it was followed by increased 
exports. With Europe’s grain reserves exhausted 
by the previous season’s short production, Amer- 
ican harvests as a whole surpassed every previ- 


t Forty Years of American Finance, pp. 53-58 and 270-275. 
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ous record for magnitude; wheat nearly matching 
the famous crops of Ig01 and 1906, cotton far 
exceeding its largest yield of other years and 
nearly all agricultural products selling at good . 
prices. Our export of such products in the twelve 
months after the harvest of 1912 was valued by 
the Department of Agriculture at $1,123,000,000, 
as against only $871,000,000 two years before and 
a previous maximum of $1,054,000,000.' It was 
supplemented by increase of more than $100,000,- 
000, or 16 per cent, in export of manufactured 
goods. We imported on legitimate commercial 
account in 1912 more gold than had entered the 
United States in any calendar year since we were 
buying gold from Europe at a premium in the 
panic of 1907.2, Our monthly iron production at 
the end of 1912 was wholly unprecedented; the 
industry was working at 95 per cent of capacity, 
with prices rising and unfilled orders greater by 
nearly 60 per cent, than at the end of r1g11.3 
According to all precedent of American financial 
history, these economic weather-signs should 
have preceded genuine industrial recovery. 


* Yearbook, U. S. Department of Agriculture, 1913, p. 507. 

2 Forty Years of American Finance, p. 375. 

3 Iron Age estimates; U.S. Steel Corporation, monthly reports 
of unfilled tonnage. 
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But nothing of the kind ensued. On the con- 
trary, what might be described as a flicker of 
hopefulness on all the markets was followed, 
during the period between 1912 and the outbreak 
of war in 1914, by relapse into business uncer- 
tainty, unsettled markets, and financial discour- 
agement. On Wall Street, this disappointment 
of what had seemed to be reasonably-grounded 
hopes was commonly ascribed to the Tariff Reduc- 
tion Bill of 1913, to the vetoing by the Inter- 
state Commerce Commission of freight rates 
which the railways asserted to be necessary for a 
living profit, to the so-called ‘‘radical tendencies”’ 
of the new administration at Washington. These 
factors in the political situation may have had 
their influence; but very similar circumstances had 
existed at other times when financial prosperity 
was in full career (in 1902 and 1906, for instance) 
and, furthermore, the financial and industrial reac- 
tion which followed 1912 in the United States 
occurred simultaneously in all other countries. 

A far more convincing explanation will be ob- 
tained by considering when and how the movement 
of economic recovery came toa halt. It was vis- 
ibly and with great suddenness terminated in 
October, 1912; not because of any disturbing turn 
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of affairs in home finance or politics, but by the 
outbreak of the Balkan War. It might no doubt 
have been argued (and, indeed, was argued at the 
time) that a quarrel between half a dozen states 
of the second or third rank in the Southeastern 
corner of Europe gave no reason for business reac- 
tion and collapse of financial confidence in Amer- 
ica. But in the light of what happened two 
years afterward, the Balkan episode of 1913 bears 
a very different aspect nowadays on the pages of 
history. We know today, what was then only 
a matter of vague surmise (except perhaps in 
the inner circles of European diplomacy), that 
Austria was even then considering military inter- 
vention in the Balkans, that Germany was ready 
then, as in 1914, to abet her, and that Russia 
was watching both of them.? If our own financial 
markets did not in 1912 and 1913 understand the 
larger menace of this Balkan War, there is con- 
vincing evidence that the European markets did. 
Although none of the greater Powers was at 
any time engaged in the Balkan conflict, those 
markets instantly moved as if in preparation for 
such a turn in the situation. On October 17, 


‘Speech of ex-premier G. Giolitti in Italian Parliament, Dec. 
5, 1914. 
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Turkey accepted the challenge of war from Bul- 
garia, Servia and Montenegro. On the same day 
the Bank of England’s discount rate rose from 4 
to 5 per cent, the highest since the world-wide 
panic period of 1907, and, in quick succession, 
the German bank rate rose from 4% to 5 and the 
Austrian from 5 to 514 European cdpitalists 
began to realize on their investment securities. 
French government bonds fell to the lowest price 
since 1890 and British consols to the lowest in 
their history. In the last five months of 1912 we 
had imported $37,000,000 gold, mostly in pay- 
ment for our large grain shipments; in the first 
half of 1913 our gold exports were $63,000,000, 
of which the greater part went to France. Gold 
was in fact already being drawn from European 
bank reserves by the European people for hoard- 
ing purposes; it was estimated by the statisticians 
that in 1913 not less than $250,000,000 was al- 
ready hidden away by the French, German and 
Austrian people.t This apprehension of an imme- 
diate and world-wide diplomatic crisis ceased 
abruptly late in 1913, when a conference of re- 
sponsible ministers of the great European powers 
settled the Balkan conflict and terminated the 


* London Economist, May 10, 1913, p. 1100. 


20 The War Period of American Finance [1913 


struggle in Southeastern Europe with a formal 
peace. As we shall see, that settlement was im- 
mediately followed by reaction of sentiment to 
a spirit of political confidence and reassurance 
which provided very extraordinary background 
for the actual outbreak of war between the greater 
powers in 1914. Nevertheless, it is impossible 
to doubt that the grave political and financial 
possibilities which surrounded the Balkan War 
itself must have reacted on the American economic 
situation of 1912 and 1913. It is equally note- 
worthy that, while financial markets recovered 
abruptly on conclusion of the Balkan peace, no- 
where did trade and industry revive from their 
depression. 

During this confused and troubled pre-war 
period two questions of the first importance— 
each a source of grave financial uneasiness and 
each a disturbing influence in American economic 
history—were solved by the national authority. 
The action by which their solution was achieved 
was destined in the case of one to have immediate 
bearing on the country’s financial interests; in 
the case of the other, its influence on the war 
period in American finance was vital. These 
problems concerned the Anti-Trust Law and the 
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banking and currency system. It is difficult for 
people of a later generation to realize the confu- 
sion into which legitimate plans of industry had 
been thrown in the three or four years before 
I9II, not by the law against combination in re- 
straint of trade but by the erratic and bewilder- 
ing application of it. The useful and wholesome 
general purpose of the Law of 1890 has never been 
seriously denied; it had been enacted to suppress 
manifest evils, injustices and dangers in the 
industrial practices of the day, which were equally 
recognized by all impartial observers. But the 
law was framed in general terms, and judicial 
interpretation of it began about 1907 to take wide 
and confusing range. Many of such judgments, 
in the lower federal courts, seemed to embody 
sweeping condemnation of any and every kind 
of agreement or understanding between compet- 
ing producers, as to policy regarding prices or 
even regarding methods of doing business. 

One eminent federal judge, who avowedly dis- 
approved the law itself but who applied it accord- 
ing to his own construction of it, pronounced the 
formal opinion that any combination whatever in 
business enterprise was repugnant to the Act. 


t Forty Years of American Finance, p. 349. 
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Under the Anti-Trust Law, he stated from the 
bench, ‘‘two individuals who have been driving 
rival express-wagons between villages in two con- 
tiguous states, who enter into a combination to 
join forces and operate a single line, restrain an 
existing competition.”* They had violated the 
Anti-Trust Act, in his judgment, even if they had 
merely formed a partnership. This interpretation 
of the law was commonly regarded as absurd, but 
it was stated in a serious judicial opinion; it at 
least paraphrased certain actual decisions of the 
lower courts, and it left in doubt the question 
whether even such a case could be surely excluded 
from the scope of the prohibitory statute. Busi- 
ness men who went to the federal attorney-general 
to ask his judgment as to the lawfulness of con- 
tracts of the sort, which they offered to submit 
to his opinion, were informed that they would have 
to take the risk and await decision by the courts. 

It is true that a different interpretation than 
Judge Lacombe’s had been placed on the law by 
other men who spoke with high authority. Jus- 
tice Brewer, whose concurring vote had ensured a 
majority in the Supreme Court for the Northern 


t Judge Lacombe, opinion in U. S. vs. American Tobacco 
Company, U. S. Circuit Court of Appeals, N. Y., Nov. 7, 1908. 
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Securities decision of 1904, had himself dissented 
from the application of the Anti-Trust Law to 
“minor contracts in partial restraint of trade.’’! 
The author of the law, Senator George F. Ed- 
munds, declared much later that the law’s pro- 
hibitions could not properly apply to ‘“‘just, fair 
and wholesome business arrangements,”’ because 
“‘such conduct is not restraining but on the other 
hand is promotive of and beneficial to the public 
interest.’’? Justice Brewer’s personal opinion 
was merely the unsupported judgment of one 
member of the Court, and Mr. Edmunds’s inter- 
pretation had no necessary judicial force. The 
principle was now, however, finding its way more 
definitely into court decisions. The Federal 
Court of Appeals, before which the government’s 
suit against the Standard Oil Company was first 
argued in 1909, put the case formally. The 
court’s decision was against the company, but it 
coupled that decision with the opinion that 
monopolies of “part of inter-State and interna- 
tional commerce by legitimate competition, how- 
ever successful, are not denounced by the law.’’3 


t Forty Vears of American Finance, p. 348. 

2 North American Review, December, I91l. 

3 Opinion of Justice Sanborn, U, S. vs. Standard Oil Co., 
November, 1909. 
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Yet even this judicial ruling was manifestly 
vague. It did not indicate the basis for deter- 
mining what agreements or combinations were 
to be held lawful, and what were not. Evidently 
the question could not be settled except by an 
unmistakable ruling of the United States Supreme 
Court on the main point at issue. In May of 
1911, the leading case against the Standard Oil 
Company came up for decision before that Court. 
The Supreme Court of that period, under the 
leadership of a jurist of high distinction, Chief 
Justice White, had already achieved repute for 
decisions nearly or wholly unanimous, in contrast 
with the close divisions which had for many pre- 
vious years surrounded its judgments (as in the 
case of the Income Tax decision of 18947 and the 
Anti-Trust Law decision against the Northern 
Securities in 1904?) with an atmosphere of un- 
certainty. The Court’s decision of I9II was 
unanimous to the effect that the Standard Oil 
combination was illegal, and its dissolution was 
therefore ordered. But the formal opinion of the 
Court went further. 

It was delivered by the Chief Justice himself, and 


« Forty Years of American Finance, p. 227. 
2 Ibid., p. 348. 
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it did not stop with recital of the form of organ- 
ization and the corporate acts which were in that 
case considered to have fallen under the ban of the 
Anti-Trust Law. That law, the Chief Justice 
set forth, was plain in declaring the illegality of 
“every contract, combination in form of trust or 
otherwise, or conspiracy, in restraint of trade and 
commerce.” But the interpretation of the law, 
Justice White proceeded, must nevertheless be 
““suided by the principle that, where words are 
employed in the statute which had at the time 
a well-known meaning at common law or in the 
law of this country, they are presumed to have 
been used in that sense unless the context com- 
pels the contrary.”’ Now judgment as to what 
constitutes restraint of trade, so the opinion pro- 
ceeded to point out, had been defined in a long 
series of older court decisions; which the opinion 
cited. The principle recognized in such judicial 
precedent was that contracts or actions were in 
restraint of trade only when they ‘‘had not been 
entered into or performed with the legitimate 
purpose of reasonably forwarding personal inter- 
est and developing trade but, on the contrary, 
were of such character as to give rise to the infer- 
ence or presumption that they had been entered 
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into or done with the intent to do wrong to the gen- 
eral public and to limit the right of individuals.”’ 
The Anti-Trust Law, the Chief Justice argued, 
must be presumed to have been drawn with full © 
knowledge of this body of interpretative prece- 
dent; whence, in the opinion of the Court, it fol- 
lowed inevitably that application of the law 
‘called for the exercise of judgment’”’ to deter- 
mine ‘‘whether the prohibitions contained in the 
statute had or had not in any given case been 
violated.”” This, he went on, required some 
standard, and that standard could only be “the 
standard of reason which had been applied in the 
common law and in this country, in dealing with 
subjects of the character embraced by the stat- 
ute.”” When, therefore, it had to be decided in 
a given case whether a contract or combination 
was or was not in restraint of trade under the 
Anti-Trust Law, ‘‘then of course the rule of reason 
becomes the guide.’”’ The Standard Oil Cor- 
poration, the opinion proceeded, had manifested 
since its earliest days ‘‘an intent and purpose to 
exclude others,’”’ that purpose having been proved 
by repeated actions whose necessary motive was 
to drive such competitors from the field ‘‘and 
thus accomplish the mastery which was the end 
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in view.” But every other case must equally be 
decided on its own merits, under the principle 
set forth in the Court’s decision. 

The order for dissolution of the $100,000,000 
Standard Oil Company was followed by a decision, 
based on similar grounds, for dissolution of the 
$40,000,000 Tobacco combination. But it was soon 
apparent that the establishment of the ‘‘rule of 
reason”’ by the Supreme Court had cleared up the 
obscurities of the Anti-Trust Law. Subsequent 
decisions under that statute were plainly based 
on the Supreme Court’s criterion, and the bring- 
ing of a suit against the United States Steel 
Corporation, a short time after the Court’s decision 
of 1911, had no such unsettling effect on invest- 
ors as it would have had if the doctrine of intent 
to restrain freedom of contract had not been thus 
defined. The application of the ‘‘rule of reason”’ 
determined the decision in that leading case, when 
the highest Court reaffirmed on appeal the lower 
court’s decision of June 3, 1915, in favor of the 
company, on the ground that the purpose of the 
organization ‘‘was not monopoly, but concen- 
tration of efforts with Fees economies and 
benefits.’’* 


t Opinion of Justice McKenna, March 1, 1920. 
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Even in the actual dissolution of the oil and 
tobacco combinations into their constituent com- 
panies, the courts rejected the contention that the 
mere fact of a constituent company controlling — 
larger business than its outside competitors re- 
quired dissolution of that company also into 
smaller units. The importance of the Supreme 
Court decision of May, 1911, became strikingly 
evident when the war period began. The im- 
mense concentration of industrial energy which 
the war made necessary in the United States 
would have been surrounded with obstacles and 
achieved with the greatest difficulty if the Anti- 
Trust Law had still been administered under the 
judicial interpretations of 1908. When the 
United States emerged from war, almost the first 
important statute was one which recognized and 
asserted that large-scale combinations of the rail- 
ways, controlled and supervised in the public 
interest, should be promoted and not proscribed by 
Acts of Congress. 

The second financial problem which was solved 
in this period between 1907 and 1914 constituted 
a far more important landmark in our financial 
history. Discussion of plans for a sounder bank- 
ing system and a more efficient currency origi- 
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nated in the discovery, after the first two decades 
of the old national banking system, that the 
admitted virtues which that system possessed, as 
contrasted with the state banks of issue prior to 
the Civil War, were offset by very grave defects. 
The requirement of the National Bank Act of 
1864, on which our banking and currency system 
had for nearly half a century been based, was 
that each bank should independently keep on hand 
or (to a limited extent) on deposit in other city 
banks, a cash reserve of 15 to 25 per cent against 
its deposits. This meant that in an emergency 
of the Treasury, in a sudden demand on our gold 
for export, or in a great financial panic, the coun- 
try’s reserve of gold and other money would be 
scattered in the vaults of six or seven thousand 
separate institutions, hundreds of miles away 
from one another and each acting for itself. The 
chaotic circumstances which prevailed in the rela- 
tions between banks and government during 1894, 
and between banks and the general market dur- 
ing 1893 and 1907, were an inevitable conse- 
quence. * 

In the matter of national bank circulation, 
through which the Law of 1864 had intended to 


1 Forty Years of American Finance, pp. 183-4, 193-5, 371-5. 


30 The War Period of American Finance {1908 


provide circulating money for the expanding needs 
of trade, it had long been evident that those 
note issues, far from creating a truly ‘“‘elastic 
currency,’’ increased or decreased from causes - 
wholly unconnected with business requirements. 
They were based entirely on the pledge, by the 
issuing banks with the Treasury at Washington, 
of a virtually equivalent sum in United States 
government bonds. The history of the Great 
European War has shown the peculiar hazards of 
that system, purely from the viewpoint of poten- 
tial currency inflation and depreciation; for the 
continental belligerent states of Europe paid their 
war expenses, after 1914, largely through borrow- 
ings from a central bank, against which borrow- 
ings the government pledged immense amounts 
of its own war-time obligations, and in return for 
which it received an equivalent in new paper 
money issued by the bank. Since gold payment 
on such bank notes had been suspended when the 
war began, those war-time currency issues were 
in actual fact only a left-handed output of fiat 
money by the government itself. When in Ger- 
many, for instance, the rapid post-war deprecia- 
tion of the currency caused an uncontrollable 
further inflation, the result was not only a rise of 
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prices to monstrous heights, but ruin of the 
thrifty savings investor and eventual repudiation 
of the currency itself. 

This could not have happened, it is true, if 
gold redemption of the paper currencies had been 
maintained in Europe; but the national bank cur- 
rency of the United States was never explicitly 
redeemable in gold. In 1913, such possibilities 
as Europe’s later experience indicated seemed 
altogether remote to the American public mind. 
But it had nevertheless been evident that our 
bank circulation was entirely ill-contrived for the 
varying needs of the country’s industry.‘ It was 
a matter of record that in one decade of our 
history, when trade as measured by the coun- 
try’s exchange of bank checks was increasing 54 
per cent, bank circulation, in consequence of 
redemption of the government bonds behind it, 
decreased 53 per cent, and that in another four- 
year period, when trade activity similarly meas- 
ured decreased 26 per cent but when the govern- 
ment was putting out new bonds, the bank notes 
actually increased 18 per cent.? In 1907 the ab- 


t Forty Years of American Finance, pp. 109-111. 
2 “History of the National Bank Currency”; National Mone- 
tary Commission, 1910. 
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solute ineffectiveness of the national bank note 
issues as a means of meeting the ‘‘money-hoarding 
panic”’ was clearly proved.’ 

This lack of any machinery for expanding the. 
money circulation in response to urgent needs of 
trade, even at a moment of panicky money- 
hoarding, and the highly unpleasant actual results 
in all directions, had caused nation-wide recon- 
sideration of the problem. The successive inves- 
tigations of the subject had reached different con- 
clusions as to the exact lines on which the machin- 
ery of banking and currency reform should be 
shaped, but three requirements had been recog- 
nized by all proposals of competent experts as 
indispensable. The first was centralization of the 
country’s gold reserve; the second, establishment 
for that purpose of some central organism which 
could lend its credit, on prescribed security, to 
private banks when resources of those banks 
should be under pressure; the third, replacement 
of the national bank circulation by a currency 
issued from such a central institution—a currency 
which should be supported by the centralized 
gold reserve, which should be based on the pledge 
of qualified short-term paper arising from actual 

* Forty Years of American Finance, p. 376. 
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commercial obligations and which, therefore, 
would increase or decrease according to the actual 
state of trade. It had also become evident that 
the crux of a practical scheme for such reform 
would be its attitude on the questions, who should 
control and administer the central banking organ- 
ism, the government or the private banks; who 
should issue the currency, the government itself 
or a central banking institution; what should be 
the nature of the loans to be “‘rediscounted,’’ and 
what should be the character and percentage of the 
cash reserve maintained against circulating notes. 

Numerous proposals of such legislation had been 
submitted, in and out of Congress, during the 
ten years prior to the panic of 1907; none of them 
effected anything except to hold public attention 
to the subject. In March of 1908, with the 
events of 1907 fresh in mind, the problem was 
taken in hand aggressively by Nelson W. Aldrich, 
then chairman of the United States Senate’s 
Finance Committee. Senator Aldrich of Rhode 
Island was widely known as leader and organizer 
of the Republican party in the Senate, a recog- 
nized master of political strategy and, in consid- 
erable measure, a dictator of party policies. To 
the general public, he had been chiefly familiar as 
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the advocate in Congress of the protected indus- 
tries and was regarded, not altogether with kindly 
feelings, as an expert in legislative bargaining 
when a tariff bill was before the Senate. But, as 
with many other statesmen whose careers had 
previously been identified with purely partisan and 
ephemeral legislation, the ambition of his later 
years appeared to be to associate himself with 
enactment of a public policy so important as to 
give him a name in history. In the light of what 
had occurred in 1907, reform of the banking and 
currency system appealed to Aldrich’s imagina- 
tion; his mind became absorbed in it. The prac- 
tical details of the plan were outlined with the 
collaboration of Paul M. Warburg, a New York 
private banker who had long made special study 
of the subject, both in Europe and in America; 
Aldrich applied himself to the political side of it. 
Through public discussion of the problem, through 
personal speeches in and out of Congress and 
through the drafting of proposals for legislation, he 
devoted to promotion of that reform the re- 
mainder of his official life. 

The first endeavor of Senator Aldrich was to 
obtain enactment of a law designed to provide, 
with a view to a future ‘‘money-hoarding crisis’’ 
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such as those which paralyzed the markets of 1893 
and 1907, a temporary but instantly available 
“emergency currency.”” The statute to that 
effect was passed in May, 1908, in the face of 
strong Congressional opposition and of something 
like indifference on the part even of the business 
public.* We shall find this statute playing an 
unexpectedly important part, half a dozen years 
after its enactment. Next, he persuaded Con- 
gress to appoint a so-called Monetary Commis- 
sion, made up from members of both House and 
Senate, to investigate the whole problem of bank- 
ing and currency and submit recommendations. 
This commission’s life. was toast four years, until 
March, 1912; in the interval the commissioners 
examined in great detail, often through personal 
inquiry in foreign countries, all the important 
banking and currency systems of the world, and it 
submitted what is perhaps the most voluminous 
report on the subject ever published. 

In January, 1911, Senator Aldrich made public 
in behalf of the Monetary Commission his plan for 
what he described as The Reserve Association of 
America. It was in substance, though not in 


* Congressional Record, May 29, 1908; Financial Chronicle, 
May 16, 1908, p. 1186, May 30, p. 1305. 
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name, a proposal for the creation of a central bank. 
Briefly summed up, the plan contemplated a central 
institution, its capital stock of $300,000,000 to be 
subscribed and owned by the national banks. 
That institution was to have 15 branches, operat- 
ing in the 15 districts into which the country was 
to be divided. The directors of each branch were 
to be chosen by the ‘‘member banks’”’ of its respec- 
tive district. The central bank was itself to be 
governed by 45 directors, of whom 6 should be 
made up of officers of the bank and members of 
the United States cabinet, 15 chosen by the 
branches, 12 elected by the shareholding national 
banks, and 12 more appointed by the other direc- 
tors. The executive committee of 9 was to con- 
sist of the governor of the association, his two 
deputies, the United States Comptroller of the 
Currency, and five other members elected by the 
general board. It will readily be perceived that 
these provisions meant control and management 
of the entire organization by representatives of 
the private banks. 

In this outline of the plan, and more fully in a 
carefully drawn bill given out nine months later, 
detailed provision was made for rediscounting the 
loans of national banks which should become 
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members of the Reserve Association. The cen- 
tral institution was also to issue circulating notes, 
covered one third by ‘‘gold or other lawful money’’ 
and two thirds by “United States bonds or ap- 
proved commercial paper or both.” Further 
issue of notes was to be forbidden ‘‘ whenever the 
lawful money so held shall fall below one third of 
the notes outstanding.’’* ‘Three months later, a 
final revision of the proposed bank statute changed 
the organization’s title to The National Reserve 
Association of the United States and stipulated a 
50 per cent cash reserve against both notes and 
deposits, though permitting continued issue of 
notes subject to a graduated tax if the ratio of the 
reserve to the total note issue should fall below 
50 per cent but not below 3314 per cent. When 
the reserve percentage should be less than 33 \, it 
was provided that ‘‘no additional circulating 
notes shall be issued.’’ Note issues in excess of 
$900,000,000, unless wholly covered by a reserve 
of lawful money, were to be taxed 1% per cent 
per annum; issues in excess of $1,200,000,000, 
unless similarly covered, were to be taxed 5 per 


Outline for a Tentative Plan for the Revision of our Banking 
Legislation, Washington, Jan. 16, 1911. Suggested Plan for 
Monetary Legislation, revised edition, Washington, Oct. 14, I9I1. 
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cent. Private banks in the system were required 
to keep against their own deposits ‘“‘the same 
percentages of reserve as are now required’’ by 
the National bank law—which were 25 per cent 
for city banks and 15 per cent for country banks. 
But ‘‘the deposit balance of any subscribing bank 
in the National Reserve Association, and any notes 
of the National Reserve Association which it 
holds, may be counted as the whole or any part 
of its required reserve.”’ ' 

I have reviewed thus at length the proposals of 
Senator Aldrich’s bill, because the Federal Reserve 
Law which now exists was in some respects (not- 
ably in the provision for rediscounts) unmistakably 
based upon it, though in other and vitally important 
provisions the two measures presented absolute 
contrast.2, But the Aldrich bill itself was not 
destined to pass into the statute books. What- 
ever its economic merits or demerits may have 
been, its basic theory of a central bank, not only 
owned by private banking institutions but con- 
trolled by them through a clear majority both in 
the directorate and in the executive board, was 


«A Bill to Incorporate the National Reserve Association of 
the U.S.” Report of the Monetary Commission, Jan. 8, IgI2. 
*H, R. Speech, Carter Glass, Sept. 7, 1916, 
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recognized as politically impossible. It was pro- 
posed at the very moment when Congress was 
beginning to investigate the so-called ‘‘Money 
Trust,” in an atmosphere surcharged with legis- 
lative hostility. As a result of the incidents pre- 
ceding 1907,* alleged manipulation of the banking 
system by powerful capitalists, with a view to 
serving their own selfish purposes, had become 
the constant text of Congressional speeches, polit- 
ical declarations, and newspaper controversy. 

To this political trend the Aldrich bill was an un- 
compromising challenge. Furthermore, in addition 
to the political attitude of the day there existed, in 
the American public mind, a deeply-rooted heredi- 
tary tradition opposed to a ‘‘central bank.”’ 
Voters who had never heard of the clash between 
President Jackson and the old United States 
Bank in 1832 had unconsciously absorbed much of 
the feeling of those earlier days. The Aldrich 
bill of 1911 was hopelessly blocked by this power- 
ful underlying sentiment. It was never pressed in 
Congress, never endorsed in a political convention 
platform, never seriously urged even by friendly 
Administrations at Washington. Its place in 
history is merely, as its author originally described 
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it, that of a ‘‘tentative plan.’”’ The plan as it 
stood was passively rejected; but much of the 
framework, so readjusted to remove political dis- 
trust, survives in our present Federal Reserve Law. 

No such result was in any respect indicated at 
the time. In the presidential nominating con- 
ventions of June and July, 1912, which followed 
by only a few months the final promulgation of the 
Aldrich currency plan, the Republican party had 
refrained from any explicit endorsement of the 
legislation thus proposed, confining itself to the 
vague declaration that “‘we need measures which 
will prevent the recurrence of money panics and 
financial disturbances.’’ The Democratic conven- 
tion had positively opposed ‘‘the so-called Aldrich 
bill or the establishment of a central bank’’ and 
had merely proposed, with similar vagueness and 
with similar absence of any sign of serious pur- 
pose, ‘‘such systematic revision of our banking 
laws as will render temporary relief in localities 
where such relief is needed, with protection from 
control or domination by what is known as the 
Money Trust.”” The election of Mr. Wilson in 
November could hardly, therefore, be considered 
to mean continued effort at currency reform. Mr. 
Wilson’s legislative policy was announced as revi- 
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sion of the tariff. The extra session which he 
summoned to meet on April 7, 1913, was called 
expressly for that purpose; banking and currency 
reform was not mentioned in the call. On that 
question, indeed, his party was believed to be 
divided into irreconcilable factions. 

But Mr. Wilson, although he had not made cur- 
rency reform an issue in his campaign and al- 
though his natural bent was not in the direction 
of finance, appears to have had positive ideas on 
the need of such legislation. Less than a fortnight 
after the election of November, 1912, he wrote 
to the leading member of the House Banking and 
Currency committee that ‘‘the question of the 
revision of the currency is one of such capital 
importance that I wish to devote the most seri- 
ous and immediate attention to it.”* On June 23, 
1913, before the tariff bill had passed, the Presi- 
dent notified Congress in a second special message 
that reform of the currency and banking system 
was ‘‘absolutely imperative,” that ‘‘we must act 
now,” and that ‘‘the committees of Congress to 
which legislation of this character is referred have 
devoted careful and dispassionate study to the 
means of accomplishing these objects.”” An early 
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and satisfactory result of this sudden change in 
the legislative program, involving a question of 
such intricacy, would ordinarily have been im- 
possible at the beginning of a new Congress and — 
a new administration, elected to displace a party 
which had held power during the sixteen preced- 
ing years. It was made possible in 1913 by one of 
those curious political accidents of which our his- 
tory is full, and which have often shaped our 
national legislation. 

The so-called ‘‘Money Trust investigation,’’ to 
which I have referred, had been undertaken in 
1912 in compliance with a resolution urged in the 
House of Representatives by ultra-radical Con- 
gressmen. The manifest purpose of that reso- 
lution, adopted in February and drastically 
amended in April, was to expose alleged abuses of 
power on the part of the “banking interest’? and 
to frame legislation for suppression or punishment 
of such abuses. The original proposal was to 
entrust the investigation to a special committee, 
but this encountered so much opposition that the 
task was placed in the hands of the regular Bank- 
ing and Currency committee of the House. The 
debate on the resolution gave no evidence what- 
ever that the House expected scientific study of 
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the currency system or a serious report on plans 
of currency reform. The chairman of the Bank- 
ing committee himself described it as ‘‘a Pan- 
dora’s box,’”’ quoting the opinions of members 
that “‘the investigation would be a farce’’'—as, 
indeed, in many respects it turned out to be. 

But it so happened that the resolution had also 
instructed the committee, not only ‘‘to obtain 
full and complete information on the banking and 
currency conditions of the United States” but 
to do so “‘for the purpose of determining what 
legislation is needed.’’? That clause of the legis- 
lation was scarcely mentioned in the House de- 
bate; nevertheless, in view of the definite instruc- 
tion, the Banking and Currency committee had 
divided itself into two sub-committees, of which 
one was to investigate banking abuses, the other 
to frame proposals for currency legislation. The 
sub-committee on legislation was under the 
chairmanship of Carter Glass of Virginia, a states- 
man of character and decision and of positive 
convictions on the subject, who was re-elected 
to the House in November, 1912, and who became 
in the next Congress chairman of the full Bank- 
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ing and Currency committee. The investigat- 
ing Sub-committee finished its task with its report 
of February, 1913, on the wrongdoings of the 
Money Trust,‘ and the public promptly lost inter- — 
est in the subject. But the other sub-committee 
held that its work had only begun and that, under 
the resolution, its opportunity and duty were to 
prepare at once a scheme of banking and currency 
reform. The preliminary work on the present 
Federal Reserve Law was therefore well under way 
before Congress met in extra session. 

Thus singularly did a great constructive achieve- 
ment in financial legislation result from a blind 
and futile effort at political agitation. The Pujo 
committee’s ‘‘Money Trust report’’ has long 
been forgotten; but the work of the Glass com- 
mittee as embodied in the banking and currency 
statute was destined to have so great a part in 
determining the country’s financial history, after 
1914, that it is difficult to construct an imagin- 
ary picture of what that history would have been 
without it. Into the full particulars of the dis- 
cussion which ensued, beginning with the drafting 
of a tentative outline of the banking and currency 
bill in January, 1913, and reaching completion 

* Report of Pujo committee, Feb. 28, 1913. 


1913] Federal Reserve System Proposed 45 


with the enactment of the Federal Reserve Law 
on December 23 of the same year, I shall not 
undertake to go. The discussion was compli- 
cated, on the one hand by opposition from the 
banking community to any plan which departed 
from the Aldrich formula of a single central insti- 
tution and majority control by bankers, on the 
other by proposals, from responsible sources in the 
administration party itself, for a reserve system 
which the government should not only supervise 
but administer in all its functions. For the sur- 
mounting of these formidable obstacles, and for the 
enactment of the Reserve law within six months 
of the introduction of the Glass bill—notwithstand- 
ing the frequent amendments urged to favor certain 
classes of borrowers, and notwithstanding also the 
demand that the whole legislation be postponed 
to another session—the credit must fairly be 
divided between Chairman Glass, whose courage, 
energy and personal grasp of the principles at 
stake swept aside factious opposition, and Pres- 
ident Wilson, who gave full support to the House 
committee, held back the inflationists of his 
party, and insisted peremptorily on prompt 
enactment of the law. 

The original House bill was itself repeatedly 
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amended, in nearly all instances to its advan- 
tage. Its essential variation from the Aldrich 
plan, however, and its distinctive theory in bank- 
ing and currency legislation, appeared in the first © 
draft of the measure and was incorporated with- 
out dispute in every alternative proposal of the 
session. ‘That was the creation, not of a central 
bank with branches as in the Aldrich plan, con- 
trolled by elected bankers, but of a designated 
number of separate and independent ‘‘regional 
reserve banks,’’ themselves conducted by prac- 
tical bankers but supervised and controlled by a 
central board. In its preliminary draft the House 
bill had proposed for such supervisory duties a 
large commission with mixed representation, 
partly of government officers or appointees and 
partly of delegates of the various regional banks; 
that commission to appoint the Federal Reserve 
Board. But this idea, with its cumbrous ma- 
chinery, was soon abandoned for a Reserve 
Board of seven, made up of two designated gov- 
ernment officers, the rest of its membership to be 
named by the President of the United States, 
thereby removing the political objection of a cen- 
tral banking organization directly or indirectly 
controlled by private bankers. 
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It was at first proposed that circulating notes, 
issued to the regional Reserve banks ‘‘at the dis- 
cretion of the Federal Reserve Board,” should 
“purport on their faces to be the obligations of 
the United States,’ but in the final bill it was 
stated that they ‘‘shall be obligations of the 
United States,” redeemable both at the Reserve 
banks and the Treasury Department. In the first 
drafts of the bill the Federal Reserve Board was 
itself to establish at intervals the ‘‘rate of dis- 
count, which shall be mandatory upon each Fed- 
eral Reserve Bank,’ but the final bill left the fix- 
ing of such rates to each Reserve Bank, ‘‘subject 
to the review and determination of the Federal 
Reserve Board.” The original draft prescribed 
that every private bank in the system should 
maintain a reserve of at least 15 per cent against 
its deposits in the case of country banks and 25 
per cent in city banks. These were the same 
percentages as in the National Bank Act and the 
Aldrich bill; but only 5 per cent in the one case 
and Io per cent in the other were required to be 
held in cash, the rest to be made up of deposits ina 
Reserve Bank or in private banks at the Central 
reserve cities. In the law as enacted in 1913, the 
percentage of reserve required from private mem- 
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ber banks against demand deposits was so far re- 
duced that it ranged from 12 per cent to 18 per 
cent, similarly divided between actual cash and 
banking credits. The requirement therefore ex- 
tended widely the possible credit facilities as 
compared either with the previous law or the 
Monetary Commission’s plan. 

As for reserves to be kept by the Reserve banks 
themselves, the first draft prescribed that each 
Reserve Bank should keep on hand, ‘‘in gold or 
the equivalent thereof,’ at least 25 per cent of its 
combined deposits and note circulation, but that 
this must also amount to 50 per cent of its cir- 
culating notes. When introduced in the House 
on June 26, the Glass bill restricted the system’s 
note issues to $500,000,000 plus the amount in 
which outstanding national bank notes should 
thereafter be canceled, and it required every 
Reserve bank to maintain in ‘‘gold or lawful 
money” a reserve of 3314 per cent against both 
its deposits and its outstanding notes. 

It will be perceived that this minimum reserve 
ratio was less than the untaxed limit prescribed 
by the Aldrich plan, which in its final revision 
stipulated 50 per cent. In its enacted form, 
however, the Law of 1913 placed a Reserve Bank’s 
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minimum percentage against deposits at 35 per 
cent in ‘‘gold or lawful money,” fixed no limit on 
the note issue, but on the other hand required 
against outstanding notes a reserve of 40 per cent 
in gold alone, not in “‘gold or lawful money”’ as 
in the earlier drafts and in the Aldrich plan. It 
also incorporated the highly important proviso 
that, when notes of one reserve bank should be 
received in its deposits by another reserve bank, 
“‘they shall be promptly returned for credit or 
redemption to the Federal Reserve Bank through 
which they were originally issued”’; the penalty 
for paying out such notes of another Reserve 
bank being 10 per cent of their face value. 
The number of separate Reserve banks was fixed 
in the law at 12, as against 15 proposed in the orig- 
inal draft and the 15 branches named by the 
Aldrich plan. 

In this form the Reserve law was enacted in 
Christmas week of 1913, and that unexpectedly 
prompt result of a legislative situation which had 
long seemed alternately dangerous and hopeless 
settled the problem of banking and currency re- 
form. After the bill had been finally enacted, by a 
vote of 43 to 25 in the Senate and of 298 to 60 in 
the House, the opponents of the plan accepted the 
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result philosophically. Little enthusiasm was dis- 
played, however. The banking community did not 
relinquish its mistrust of a system whose central 
administrative board was not to be controlled 
by representatives of banks. The stock market 
made no response. The comment of the leading 
New York financial journal was that ‘‘the prac- 
tical considerations possibly standing in the way 
of successful establishment of the system over- 
shadow everything else.’”’* No one who had par- 
ticipated in that notable discussion imagined for a 
moment what in retrospect was subsequently 
. recognized by everybody—the supreme import- 
ance of having placed precisely that measure on 
the statute book before the end of 1913. 
* Financial Chronicle, Dec. 27, 1913, p. 1855. 


CHAPTER II 
THE OUTBREAK OF THE WAR 


eee suddenness with which the European War 

broke out in the middle of 1914, the total 
absence of popular belief in the possibility of any 
such event, up to the very week in which it came, 
are familiar history. It is true, as I have shown 
in the preceding chapter, that the Balkan War of 
I912 and 1913, enlisting on the one side or the 
other the sympathies of the greater European 
powers, had been regarded at the time as a formid- 
able danger-signal. But the fact that those 
antagonistic interests had been brought into seem- 
ing harmony, that the delegates of the larger 
governments had conducted jointly and success- 
fully the complicated peace negotiations, occa- 
sioned very striking revulsion in general sentiment, 
especially when that result was achieved with- 
out any of the conditional threats and warnings 
which had accompanied the Algeciras incident of 

51 
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1911. This reversal of feeling is the only possible 
explanation for the course of the financial markets, 
which, in the first half of 1914, not only did not 
give the slightest premonition of the approaching 
crisis, but pointed in exactly the opposite direction. 

The year began in all markets of the world with 
falling money rates; a perfectly plain reflection of 
relief that the apprehensions created by the 
Balkan War had been removed by the settlement 
of that conflict. In January the Bank of England 
reduced its discount rate from 5 per cent to 3; 
the Bank of Germany followed its example. 
Rates on the New York market fell so rapidly that, 
in February, loans running until August were 
made on Stock Exchange collateral at 3% per cent. 
A vigorous advance, with much speculative excite- 
ment, occurred on the London and New York 
stock markets. That picture is all the more 
impressive in retrospect from the fact that the 
rising markets did not result from a favorable 
industrial situation. As a matter of fact, our own 
foreign trade decreased, the customary surplus of 
exports disappeared early in 1914, and in the five 
months beginning with April there occurred the 
largest excess of merchandise imports since 1895. 
Gold was exported to the extent of fifteen to fifty 
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millions monthly. But no one, in or out of Wall 
Street, ascribed this to misgiving over foreign 
politics, except in so far as the crisis in England’s 
Irish relations might be mentioned, or our own 
dispute with Mexico. 

When financial markets are forewarned of war, 
they prepare for its outbreak in a manner 
prescribed by long experience. Investment securi- 
ties are sold on the stock exchanges so that capital 
may be released for war loans—in quantity, to be 
sure, but with careful effort to avert a panicky col- 
lapse. Gold reserves of state banks are enlarged as 
a basis for expanded credit. Anticipating heavy 
borrowing by governments, money rates rise, but 
with violent changes avoided so far as may be pos- 
sible. The price of wheat advances, having in view 
possible interference with production and ocean 
trade. Output of war material is immediately 
speeded up; production of other material slows 
down. During the month or two before every 
other great war of our time, these preparatory 
adjustments had occurred more or less deliberately 
in every market of the world, including the United 
States. They had always mitigated the shock 
of the actual outbreak of hostilities. 

Nothing of the kind preceded Germany’s 
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declaration of war. The financial markets failed 
so completely to foreshadow coming events that 
on July 4, a week after the Austrian Archduke was _ 
assassinated at Sarajevo and barely three weeks 
before the beginning of hostilities, it was reported 
from the London Stock Exchange that ‘“‘the 
tragedy in the House of Hapsburg has had no 
effect.”"* As late as July 16, it was remarked at 
Paris that ‘‘large numbers of members of the 
Stock Exchange are absent in the country.’’? 
This meant complete absence of financial appre- 
hension. At Berlin itself, on July 9, watchers of the 
financial markets reported that ‘‘the Norway visit 
of the Kaiser marks the beginning of the dead 
season in German politics.’ Money rates on the 
principal European markets, which had been 
reduced at the beginning of the year to the lowest 
since 1912, had not moved up at all. Less than a 
week before Germany invaded Belgium, bank 
rates stood as low as 3 per cent at London, 3% 
at Paris, 4 at Berlin, and private discount rates 
were considerably lower.¢ On Wall Street, until 


* London Economist, July 4, p. 36. 

? Ibid., Paris correspondence, July 18, p. 125. 
3 Ibid., Berlin correspondence, July 11, p. 73. 
4Ibid., July 25, pp. 158, 200. 


1914] Germany Declares War 55 


the last week of July, European war was not even 
mentioned among possible financial influences. 
When prices weakened, the stock market talked of 
Mexico, just as London talked of Ulster. De- 
mand loans on the New York Stock Exchange, 
whose rate is always and instantly advanced 
by apprehension of a strain on credit, com- 
manded only 2 per cent five days before war 
broke out. 

The first consequence of this economic un- 
preparedness, when Germany sent its ultimatum of 
July 31 to France and Russia, and England 
followed with declaration of. war on August 5, 
was not so much financial and commercial panic as 
complete and world-wide financial paralysis. I 
shall not undertake to discuss the course of events 
on Europe’s markets—the 10 per cent Bank of 
England rate in the first week of war, the morato- 
rium on debts, the prohibition of gold exports, the 
recourse of every European government to paper 
money. Neither is it my purpose to describe, 
except in so far as they bore directly on the 
American position, the ‘‘emergency expedients”’ 
adopted in the credit market by all belligerent 
states and imitated by non-combatants.* We 


t Financial Chapters of the War, pp. 30, 31, 32. 
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are here concerned with the story of American 
finance, American trade, American currency and 
the American credit system, in what was un- 
questionably the most formidable crisis of the 
world’s financial history. 

In every financial crisis, great or small, it is the 
stock exchanges which first have to face the 
shock. They met it this time by closing their 
doors in every market of the world. That 
recourse was adopted at Brussels, Paris and St. 
Petersburg three or four days before Germany's 
ultimatum; it was adopted in the next few days 
in every other great city of the Eastern and West- 
ern hemispheres. The London Stock Exchange, 
which had never before suspended business, even 
in the Napoleonic wars, shut down indefinitely on 
the morning of July 31, 1914; the double mo- 
tive for that action being, first to prevent such 
throwing-over of investment securities as should 
create financial panic, second, to forestall what 
was indeed already in sight, the ‘“‘unloading’”’ of 
international stocks and bonds on London by 
other markets, possibly in the enemy’s country." 
None of these European stock exchanges resumed 


*H. Withers, War and Lombard Street, p. 20. W.R. Lawson, 
British War Finance, pp. 54-56. 
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business until long after the end of 1914. Half 
an hour before the time for opening business on 
Friday, July 31, the board of governors of the 
New York Stock Exchange declared the purpose 
of not following Europe’s example; but before 
the regular opening hour of ten o’clock they 
changed their mind, announcing through the 
Secretary that the Exchange would ‘‘be closed 
until further notice.” It was not reopened to 
unrestricted trading until April, 1915. Never in 
its previous history, even in the panic of 1873, had 
the New York Stock Exchange shut down for 
longer than ten consecutive days. 

This reluctant decision was induced by knowl- 
edge that, with every foreign stock exchange 
already closed indefinitely, the panicky effort of 
Europe to turn its investments into cash at any 
price would converge on the only stock exchange 
which was still doing business and that, with securi- 
ties thrown in a mass on our market for whatever 
they could bring, New York would find it impos- 
sible to raise the money for payment. On July 30, 
the day before the Exchange suspended business, 
a long list of important securities had fallen to 
prices 20 or 30 per cent below those of a very few 

t New York Evening Post, July 31, 1914. 
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weeks before; they were selling, in fact, for less 
than the lowest prices reached in the panic of 
1907.' Yet, before the Stock Exchange governors 
decided to close on the morning of July 31, they 
had obtained definite information of a wholly 
unprecedented array of selling orders cabled over- 
night from Europe to New York banking houses, 
for execution at any price obtainable when the 
market should reopen.? 

This was the first indication of the economic 
chaos created by the war. It is not possible, even 
now, to say precisely what would have happened 
if the New York Stock Exchange had kept open. 
We know what occurred on the “‘panic day”’ of 
older economic crises—collapse in the value of 
investment securities, so sudden and sweeping 
as to compel the wholesale closing-out of loans 
against which such securities were pledged; an 
agonized money market; rapid shrinkage of bank 
assets and therefore widespread failures of banks 
and banking houses. In the middle of 1914 out- 
standing loans of the national banks, secured by 
stocks or bonds and repayable on demand, 


*New York Evening Post, July 31, 1914. 
Financial Chronicle, Aug. 1, 1914, p. 314, N. Y. Evening Post, 
July 30 and 31, 1914. 
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amounted in the whole United States to 
$1,036,976,000, of which $372,091,000 were out- 
standing in New York.’ The closing of the Stock 
Exchange, which stopped the quotation of falling 
prices and made it impossible to sell this col- 
lateral on the open market, removed the most 
urgent necessity for closing out such loans; the 
Treasury, a month after the Stock Exchange had 
shut down, reported that ‘‘not a single national 
bank of New York City had, according to the 
sworn statement of the banks, either sold or 
ordered sold the collateral held as security for any 
call loan.”* Since no sale of securities could now 
be made an official record, it was also possible to 
continue appraising assets or collateral on loans 
at the values of July 30. Therefore the question 
of how great the decline of prices would have been 
with the market open, the whole world in a panic, 
Stock Exchange prices crumbling and the banks 
calling loans and throwing the collateral on the 
market, is a matter of pure conjecture. If New 
York had continued to provide an open stock 
market during financial Europe’s bewilderment and 
consternation of August, 1914, when even London’s 


t Treasury Report for 1914, p. 494. 
2 Statement of Comptroller Williams, Sept. 12, 1914. 
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banking business was suspended for two successive 


days by proclamation of ‘‘special holidays,’’* it is 
not impossible that foreign selling would have 
driven down to all but nominal figures the already 
very low prices of securities. That might very 
possibly have forced the closing-out of the great 
mass of loans secured by the depreciating Stock 
Exchange collateral, with resultant wide-spread 
insolvency of private bankers or of the banks 
themselves. 

Nevertheless, it was easy to understand that 
the immunity of August, 1914, rested on an 
entirely artificial basis. Even with the Stock 
Exchange closed (a condition which could not 
last indefinitely) the visible situation which 
had required that action threw alarming light 
on the question, what would happen when the 
market should reopen. Subsequent careful esti- 
mates, based on official data obtained from 
American companies whose stocks and bonds 
were held abroad, placed the total market value 
of such foreign holdings, in July of 1914, at 
$2,400,000,000.? This was less than some previous 


t Financial Chapters of the War, pp. 43, 44. 
2 Report of L. F. Loree, June 28, 1915. Financial Chronicle, 
July 3, 1915. 
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estimates had figured, but it left the question 
open, how could the American market buy 
back such a sum if Europe insisted on selling? 
Furthermore, while the closing of the Stock Ex- 
change had averted for the moment the over- 
whelming of our markets from that quarter, it 
could not stop recall of European capital loaned 
or deposited on the open New York market. The 
banks necessarily continued to do business; they 
were subject to cabled drafts on such credits for 
immediate remittance to the hard-pressed Euro- 
pean markets, and the amount which New York had 
engaged to pay on demand had reached enormous 
figures. At the outbreak of war, so the Secretary 
of the Treasury stated on the basis of information 
gathered from the New York banks, our merchants 
and bankers were ‘‘indebted to London in the sum 
of approximately $450,000,000 maturing by Janu- 
ary I, 1915,’ with ‘‘$80,000,000 additional owed 
London and Paris by the City of New York’”’ and 
shortly to fall due.* 

We shall presently see what consequences 
actually ensued in the money market. But it was 
also perceived at the beginning of August that a 
good deal more was involved in this world-wide 


t Secretary McAdoo, Treasury Report for 1914, p. 17. 
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crisis than international credit and the solvency of 
banking institutions. Banking was not the only 
American enterprise which seemed, on August I, 
1914, to be confronted with ruin. Some of 
our largest industries were stricken with not at all 
unwarranted panic on their own account. During 
the twelve months ending with June, 1914, exports 
of merchandise from the United States to Europe 
had amounted to $1,486,000,000, and of this huge 
sum $344,000,000 had been taken by Germany 
alone and $815,000,000 by England, France 
and Belgium. The question arose immediately 
whether this trade, mostly conducted in British 
and German vessels, could continue. German 
merchant steamers had ceased to navigate the 
sea as soon as war had been declared at Berlin, 
but German war-ships were still in action, one 
of them claiming to have sunk thirteen British 
merchantmen in the first few weeks of hostilities. 
Under such circumstances few American exporters 
ventured in August to undertake consignments 
to the ports of any belligerent, and the greater 
part of our export trade came to a stop. The 
President of the New York Chamber of Commerce 
declared of the situation, in a speech at a special 
emergency meeting convened by the Chamber 
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on August 13, that ‘‘Europe has placed an embargo 
on the commerce of the world.’’? 

It was soon made plain what such an embargo, if 
continued and enforced, would mean to American 
industry. The grain trade was heard from first. 
One fifth of the wheat crop raised in the United 
States is habitually exported, Europe being its 
principal destination. In the very week when war 
began, our Agricultural Department estimated 
our wheat harvest of 1914 as larger by 163,000,000 
bushels, or 21 per cent, than the highest previous 
yield of our agricultural history. Since con- 
sumption of wheat and flour at home did not 
change greatly from year to year, this meant that 
a proportionate increase in grain exports was 
necessary to market the crop. But the grain- 
exporting season had hardly begun when war 
broke out, and wheat sold by the farmers of the 
early-harvest districts was already, in August, 
crowding the facilities of seaboard storage markets. 
To Germany alone we had shipped 2,637,000 
bushels in July; we sent none at all in August.” 


tSpeech of Seth Low. Annual Report N. Y. Chamber of 
Commerce, 1914-15, Part I, p. 48. © 
2 Monthly summaries of U. S. Foreign Trade, Department of 
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‘‘Not in the memory of any living member of the 
trade,”” one New York grain market review as- 
serted, ‘‘has such a situation ever before existed.’’* 


Instead of the traditional rise in wheat on news © 


of war the cash price at Chicago, which had 
gone to 95% cents per bushel on July 30, fell 
to 8514 by August 3, reflecting the grain trade’s 
apprehension that the crop could not be marketed. 

The crisis in the cotton trade was still more 
formidable. In the first place cotton is not, like 
wheat, a necessary of life; on the contrary, it was 
at once inferred not only that transport of cotton 
to Europe might be stopped, but that introduction 
of forced war-time economies by Europe’s people 
would dispense with all expenditure for clothing 
that could possibly be spared. In the full year 
1913 we had exported 8,609,000 bales of cotton— 
60 per cent of that year’s crop and valued at 
$575,000,000. Half of this total cotton export, 
or 4,377,000 bales, had been taken in 1913 by four 
of the belligerent countries; England, France, 
Belgium and Russia. More than one-fourth of 
the total, or 2,561,000 bales, had gone in 1913 
to Germany, whose market now appeared to be 


* Financial Chronicle, ‘Grain Trade Review,’”’ Aug. 18, 1914, 
Daq2t. 


1914] Ruin Threatens Cotton Trade 65 


entirely cut off. Stated in another way, the 
foreign country which a year before had consumed 
18 per cent of our cotton production of 1913 could 
no longer buy from us at all, and other countries 
which had taken 30 per cent were suddenly thrown 
into the chaos of war. In the face of these two 
gravely disquieting circumstances, the United 
States had produced in 1914 a cotton crop greater 
by nearly 20 per cent than the largest previous 
yield in its agricultural history. 

In August, 1913, we had exported 257,172 bales 
of cotton; in August, 1914, we sent out only 
21,219. In September not a bale went to France, 
Germany, Belgium, Russia or Austria, which 
collectively had taken 457,013 bales from us in 
the same month of 1913, worth more than 
$32,000,000. A condition seemed to be fore- 
shadowed for midwinter in which more than half 
of our 16,000,000-bale crop of 1914 would be left 
unsold and unsalable on the hands of producers 
who were in debt for the money spent to raise and 
harvest it. At the end of July, cotton had sold 
for $62.50 per bale; in December it brought only 
$36.25, which was below the average price of any 


Monthly Summaries of Foreign Commerce, 1914; U. S. 
Department of Commerce. 
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year since 1901 and much less than the I914 
estimated cost of production. Even so, a further 
decline was thought to be inevitable. Absolute 
ruin of the Southern cotton-planter was predicted; 
the cotton trade, in fact, fell into a condition 
which can only be described as hysterical. A 
Southern ‘‘cotton congress’? demanded by resolu- 
tion the issuance of Federal Reserve currency to 
cotton-producers, on the security of cotton valued 
at 75 per cent of the average price of the five 
preceding years.‘ When Congress brushed aside 
the amendment to the Reserve Law formally sub- 
mitted to authorize that transaction, another bill 
was submitted guaranteeing preference to cotton- 
producers in all loans of emergency currency. 
This also being voted down, two well-known 
Southern senators proposed an amendment to the 
federal tax law requiring the Treasury to issue 
$250,000,000 in government bonds, to be advanced 
to planters on the pledge of cotton valued at $50 
per bale.? In the South Carolina legislature, the 
plan was seriously discussed of prohibiting under 
penalty the planting of any cotton whatsoever in 


‘Proceedings at Washington, Aug. 14, 1914. 
2 Senate speeches Hoke Smith of Georgia and L. S. Overman of 
North Carolina; Congressional Record, Oct. 17, 1914. 
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1915, with a view to forcing up the price.* In the 
end a conference of responsible bankers, merchants 
and cotton-producers, called at Washington by 
the Secretary of the Treasury, drew up in October 
a plan levying subscriptions on banks in all parts 
of the country, whereby $135,000,000 cash was 
pledged to lend against cotton at the valuation of 
6 cents a pound, or $30 per bale.2, No one who 
lived through 1914 will have forgotten the frantic 
appeal for every one in the ranks of sympathizing 
American citizenship to ‘“‘buy a bale of cotton.” 
The example for such individual philanthropy was 
set by the President of the United States. 3 

These two notable industries give a picture of 
the consternation which in fact spread through- 
out the entire field of industrial production, para- 
lyzing the market for such other export products 
as copper, steel manufactures, meat, oil.4 The 
market for copper was completely demoralized; 
only drastic curtailment of production stopped 
the fall in prices. Mills of the United States 


t Financial Chronicle, Oct. 24, 1914, p. 1181. 

2 Annual Report Federal Reserve Board for 1914, pp. 14, 
206-209. 

3 Financial Chronicle, Sept. 26, 1914, p. 869; Oct. 3, p. 945. 

4U. S. Department of Commerce, Monthly Summary of 
Foreign Commerce, January, 1915, pp. 579, 580, 583, 585, 587. 
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Steel Corporation reduced their output in the face 
of the rapid decline of orders until the company 
was turning out barely 30 per cent of capacity. 
Some foreign materials indispensable for steel 
production, notably ferro-manganese, became 
almost unobtainable except at prohibitive prices.* 
The dry goods trade found itself suddenly shut 
off from German dyes, from wool, flax and jute. 
At the same time, so great was popular appre- 
hension regarding the probable consequences of 
that war that, even in the dry goods trade and 
despite the lower cotton prices, purchases at the 
retail stores were stopped as suddenly as in the 
older panic years and wholesale trade, as reported 
in a year-end retrospect, was practically stifled.” 
Nothing in the history of that extraordinary 
period proved more conclusively than did the 
profound depression which seized on the business 
community in the summer and autumn of 1914, 
the failure even of experienced observers to fore- 
see what was actually in store for the American 
producer, as a direct result of the European war. 
Most of them followed the reasoning of the 


* Annual Report, N. Y. Chamber of Commerce, Part IL., 
p. 109. 
2 Tbid., p. 96. 
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British foreign minister, to the effect that a war 
conducted with four great European states in 
arms ‘‘would be accompanied or followed by a 
complete collapse in European trade and 
industry,’* and they assumed that American 
industry and trade would go down with Europe’s. 

Even aside from an expected paralysis of foreign 
trade, it became instantly evident that technical 
insolvency of the banking community in the for- 
eign world was unavoidable. In practically every 
important market outside the United States, the 
closing of the stock exchanges had been followed 
by government decree of a “‘moratorium’”’ on 
debts. This was formal admission that, if pay- 
ment at the due date were to have been required, 
downfall of the great London and Continental 
banking houses must have ensued, as in the 
Overend-Gurney panic of 1866; for all these 
houses had immense sums due and non-collectible 
from enemy countries. Such open insolvency had 
been averted, but only through general suspension 
of payments under government decree. The Brit- 
ish government’s order of August 6 had declared 
that payments already due or falling due within 
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a month, ‘‘in respect of any bill of exchange 
which was drawn before the beginning of the 
fourth day of August, 1914, or in respect of any _ 
contract made before that time, shall be deemed 
to be due and payable on a day one calendar 
month after the day on which the payment origin- 


MT 


ally became due. This extension of the due 


date was twice repeated, so that payment of debts 
maturing on August 4 was eventually put off to 
November 4, and no one could be sure beforehand 
how much further the suspension of credit would 
be carried. It affected payments due by London 
bankers or merchants to the American business 
community. 

Necessarily, this extraordinary situation in 
the London market caused quick demand for 
return of the large sums of capital standing to 
London’s credit in our market and payable on 
demand. In foreign exchange, Europe’s call upon 
its New York credit balances had some spectacular 
results. Normally the New York rate could not 
tise above $4.88 or $4.89, the ‘‘gold-shipping 
point’’; at those rates we had already exported 
$117,000,000 gold during 1914 before the war 


* Postponement of Payments Act, Aug. 6, 1914; Lawson, 
British War Finance, pp. 103, 104, 105. 
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broke out, of which $84,000,000 had gone to 
France and $27,000,000 to England.t But the 
rate for cable remittances rose on August I to 
$7 per pound sterling, whereas the highest figure 
in the memory of living men was the $4.91 of the 
panic of 1907.2, New York exchange on Paris, 
for which the gold parity is 1914 cents per franc, 
rose to 2314; even the rate on Berlin rose to 26 
cents per mark, although parity was 23/%. These 
wholly unprecedented rates, a singular prelude 
to what happened later on, undoubtedly measured 
in part the impracticability of shipping gold with 
hostile cruisers on the seas, but they also reflected 
foreign demands which were converging on New 
York for recall of European capital invested here, 
under expectation that the United States, like 
Europe, would presently suspend gold payments. 
As the situation presented itself to most people on 
August I, 1914, the American markets were con- 
fronted with complete collapse of credit in the 
outside world, with financial and commercial panic 
at home (which had apparently been obscured only 
by the closing of the stock exchanges), with block- 


= Monthly Summary of U.S. Foreign Commerce for July, 1914, 
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ade of international commerce, and with a ‘“‘run”’ 
by Europe on the gold supply of every other 
country which did not protect its own position — 
(as the European belligerents had done at once) 
by an outright embargo on gold exports.' 

It was impossible that so absolute a break- 
down of the foreign credit system should not have 
its repercussion on the New York bank situation. 
Yet the course of events was not altogether what 
the magnitude of the crisis might have suggested. 
The American business community was undeni- 
ably in a state of bewilderment and consternation, 
but it showed few signs of outright panic. There 
was no run of depositors on any depository insti- 
tution; none of the ‘‘rumors,’’ suchas circulated in 
October of 1907 and August of 1893, that this or 
that concern was ‘“‘in danger’’; no crippled or 
threatened bank had to be ‘“‘helped out”’ by its 
associates. For this immunity the closing of the 
Stock Exchange, and the consequent absence of 
any recognized further impairment in the value 
of stock or bond collateral against outstanding 
bank loans, were no doubt important influences. 
But there were certainly other reasons; among 
them absence of speculation or inflated credit 


* Financial Chronicle, August 1, 1914, p. 292; Aug. 22, p. 499. 
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during the preceding year with its falling markets 
and inactive trade, the admitted soundness of the 
banking position and, perhaps more than all, the 
knowledge that the influences which had tied up 
credit were directly at work in Europe, not in the 
United States. 

It is true, $80,000,000 cash was drawn from the 
New York banks in the last week of July and the 
first week of August, 1914, and $73,000,000 of the 
withdrawal was in gold; bringing down the New 
York bank reserve from a surplus of $27,127,000 
above requirements at the end of July to a 
$47,992,000 deficit three weeks later, which was 
not far short of the $54,103,000 maximum deficit 
of 1907. Many of the banks as a consequence 
refused to lend at all, and Wall Street rates for 
merchants’ paper rose to 8 per cent, the high 
figure of the 1907 panic. But the withdrawal 
of cash was made in an orderly way. Individual 
depositors were more stunned than excited by the 
war news and, although the New York savings 
banks applied the ‘‘sixty-day notice clause” 
against all but the smallest withdrawals, the sequel 
proved that action to have been hardly necessary. 

The Treasury reported, four months afterward, 
that ‘‘at no time since the war broke out has there 
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been to the knowledge of this Department, with the 
exception of a few isolated cases, a failure on the 
part of any solvent national bank to honor its. 
checks in currency or money, or to meet its 
obligations.”* As against the 158 national Ameri- 
can bank suspensions of 1893 and the 22 of 1907, 
with a long list of insolvencies among private 
bankers on both occasions, there were practically 
no failures of private bankers or Stock Exchange 
houses in the war panic of 1914, and only 6 national 
banks, with an aggregate capital of $550,000, 
stopped payment during the five months after 
July. ? 

Nevertheless, no banker could know what turn 
would be taken next in the bewildering situation, 
and money was unquestionably being withdrawn 
and hoarded by depositors, as in the older panics. 
The banks therefore, on August 3, resorted to the 
expedient used on other similar occasions and 
issued clearing-house loan certificates, whereby 
balances owing by one bank to another should 
be discharged, not with cash but with certifi- 
cates of debt. The amount of such certificates 


t Treasury Report, 1914, p. I. 
2 Ibid., pp. 484 and 535. 
3 Forty Years of American Finance, pp. 192 and 373. 
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outstanding reached towards the end of Sep- 
tember a maximum of $109,185,000 at New 
York, or more than in either 1907 or 1893, and 
$211,788,000 in the country as a whole, compared 
with $238,000,000 in 1907." Left to themselves, 
with the suspension of free cash payments to 
depositors which had always followed that expedi- 
ent, the loan certificates would undoubtedly have 
brought the consequences that came with them in 
the two preceding panics—depreciation of bank 
checks in terms of actual money and, therefore, 
a “‘premium on currency”’ which could not have 
been removed in 1914, as it was in 1907 and 1893, 
by automatic shipment of European gold to us 
in response to that premium.” On those occasions 
New York was the ‘‘panic market,’’ London and 
Paris had hardly felt the shock; this time Europe 
itself was in the grip of panic. The foreign gold 
which New York imported, later in the war, would 
not have come in August or September, 1914, 
when the outstanding problem was our own mar- 
ket’s repayment of its gold obligations to Europe. 
If the withdrawal and hoarding of money had 


t Report of N. Y. Clearing House Loan Committee, Dec. 21, 
1914; Treasury Report 1915, p. 576. 
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been long-continued—as might have happened 
even in 1907, but for the almost immediate import 
of $90,000,000 gold from Europe with sterling 
above $4.90'—and if no recourse outside of clear- 
ing-house loan certificates had been available, 
automatic suspension of all gold payments at New 
York in the autumn of 1914 and a depreciating 
makeshift currency would at least have become 
possibilities. 

That no such results ensued was not primarily a 
consequence of the Federal Reserve Law; the 
rather prevalent impression to that effect is 
erroneous. Although that law was on the statute- 
books with its provision for an elastic paper 
currency, its machinery had not been erected 
when the war broke out and the Reserve banks 
had not been established, whereas relief for such 
banking crisis as existed had to be immediate. 
The Reserve Board which was to direct the 
system had, it is true, been appointed early in the 
summer of 1914 and was formally organized on 
August 12. The twelve reserve districts and 
reserve banks prescribed by the law had been 
designated as early as April by the committee 
named for that purpose in the law, comprising the 


* Forty Years of American Finance, p. 375. 
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Secretary of the Treasury, the Comptroller of the 
Currency, and the Secretary of Agriculture. But 
the organization of the districts, the subscription 
to the Reserve Banks’ capital and the rearrange- 
ment of reserves, necessitated much slower pro- 
cedure. With all the stimulus of financial and 
commercial crisis, the new federal banks were not 
able to open their doors for business until No- 
vember 16; they could not, therefore, meet the 
August panic. But in the meantime another and 
a highly practical agency of immediate relief was 
for the first time in our history made available. 

We have seen in the preceding chapter how the 
promoters of the Aldrich currency bill in 1908, 
while recognizing that enactment of a complete 
currency reform law would involve prolonged 
study, delay and investigation, had convinced 
Congress that an “‘emergency currency law’’ 
ought to be prepared at once to bridge the inter- 
val, and had induced it to pass, on May 30 of that 
year, the so-called Aldrich-Vreeland Emergency- 
Currency Act. The purpose of that statute was 
“to render available under the direction and 
control of the Secretary of the Treasury, as a basis 
for additional circulation, any securities, including 
commercial paper, held by a national banking 
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association.” National banks were empowered 
by it to organize groups called ‘‘national currency 
associations” which might in an emergency apply 
for additional note circulation through depositing, 
not only the United States bonds prescribed by the 
National Bank Act but other qualified securities 
or commercial paper, against which circulation 
would be issued up to 75 per cent of their face 
value, or qualified state, city, town, county and 
municipal bonds, on which notes would be 
obtained up to 90 per cent. 

The currency thus provided was not to be 
guaranteed by the United States, but supervised 
and regulated by the government. The Treasury 
was to pass on the collateral and to hold it as 
security or for redemption purposes. The total 
issue of such notes was to be limited to 
$500,000,000. To restrict its use wholly to an 
actual emergency, there was imposed on the bank 
to which such currency should be issued a tax of 
5 per cent per annum during the first month in 
which it should be outstanding, such tax rate to 
rise thereafter by 1 per cent monthly until 10 
per cent was reached. The ‘‘emergency notes”’ 
had been actually printed in advance; the law of 
1908, mindful of the panic of 1907 and of the run 
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on the banks which had caught the New York 
banking community wholly off its guard, expressly 
stipulated that emergency currency ‘‘in blank, 
registered and countersigned,” should be at 
once prepared and kept ready in the Treasury 
“‘to an amount equal to 50 per cent of the capital 
stock of each national banking association,” and 
long before August, 1914, the Treasury Depart- 
ment had on hand the full $500,000,000 of 
this unissued currency. Not a dollar of the 
emergency notes, however, had actually been 
issued at any time between the law’s enactment, 
at the end of May, 1908, and the outbreak of war 
in 1914. So little expectation had there been of 
sudden recourse to this currency that the only com- 
ment of the leading New York financial weekly on 
the usefulness of the law, when it was enacted, 
was that ‘‘quite possibly it may prove more 
serviceable than is generally supposed.”’? The 
statute itself had in fact stipulated in its text that 
it should cease to be a law on June 30, 1914, but 
the Federal Reserve Act of December, 1913 (again 
long before the war was dreamed of), had provided 
that the life of the ‘‘Emergency Currency Law” 
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should be extended to June 30, 1915; by which 
time, it was expected, the machinery of the Re- 
serve Law would be in full operation. Curiously 
enough, the party which had voted for the original 
Emergency Currency Law, in 1908, voted in 1913 
against its extension as an amendment to the Fed- 
eral Reserve Act.t Very rarely has financial or 
legislative history witnessed so purely accidental 
but so extremely fortunate an adjustment of dates 
to future emergencies which could not possibly 
have been foreseen. 

This law of 1908 was invoked at once when the 
run of bank depositors began in August, 1914. 
Under its provisions, nearly $68,000,000 of the 
new emergency notes were issued to the national 
banks in the second week of August, on the pledge 
of merchants’ paper from the banks’ portfolios. 
By the third week of October the outstanding total 
had reached $363,632,080, which was the highest 
point; the currency being circulated by banks in 
39 states of the Union, and in Alaska and the 
District of Columbia.? Of the total authorized 
issue 5714 per cent was secured by merchants 
notes, 28 per cent by miscellaneous securities, 14 


*H. R. Speech of Carter Glass, Sept. 7, 1916. 
2 Treasury Report for 1915, p. 586. 
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per cent by state and municipal bonds, and the 
small balance by warehouse receipts'; the banks 
had found no difficulty in providing the requisite 
collateral. On the hoarding panic, the effect was 


‘ 


immediate. The new ‘‘emergency notes,’’ which 
differed only in their inscription from the familiar 
national bank notes, were accepted without 
demur for use in hand-to-hand circulation. The 
result was that hoarding of money ceased, as it 
was bound to do when every depositor could 
readily obtain all the cash to which his bank 
account entitled him. The emergency currency 
could not be used in bank reserves, and total 
reserve money in the vaults of the New York 
banks had decreased heavily during the first week 
of August; but $11,400,000 of that was redeposited 
before September. As we shall see, both the 
loan certificates and the ‘‘emergency notes”’ were 
promptly absorbed and retired when the full 
machinery of the Federal Reserve began to 
operate, after which the Emergency Currency Law 
went quietly out of existence. 

Thus was the immediate money crisis met and 
overcome. But the ‘‘emergency currency’’ could 
not help to meet the $500,000,000 or more in 
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immediately maturing gold obligations of America 
to Europe, and the unprecedented premium on 
sterling exchange, which continued into the 
autumn months, indicated Europe’s purpose of 
collecting them. What was to be done about 
these obligations? It was now evident that 
belligerent Europe, and with it all neutral govern- 
ments except the United States, were suspending 
to a future date the payment of their own current 
indebtedness even to the New York market. 
Therefore, and not wholly unreasonably, the 
opinion began to spread among New York bankers 
that, for purely protective reasons, the American 
market ought to resort to a similar “‘moratorium”’ 
on its own account.’ The entire gold reserve of 
all banks reporting to the government in June, 
1914, was less than double the immediately 
maturing foreign obligations? and, judging by the 
foreign exchange market, Europe would draw on 
that gold fund against all future maturing obli- 
gations, if permitted. 

On August 7 the Secretary of the Treasury 
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called a meeting of the most important bankers 
and merchants to consider this urgent problem. 
At that moment, even the New York banks were 
divided in opinion as to what policy ought to be 
pursued. With probably the majority of bankers, 
the proposal to continue gold payments was 
opposed vigorously; in some instances even 
angrily. Against that opposition the most power- 
ful private banking houses urged the advantages of 
such action to the country’s future international 
prestige, insisted that it was feasible if taken with 
due precaution, and laid great stress on the argu- 
ment that an $80,000,000 New York City loan, 
placed in London and Paris during the troubled 
home finance of 1910, would fall due on January 1, 
1915, and that, unless provision for its payment in 
gold were to be arranged, the largest American 
city would have defaulted on its obligations. * 

In the end, that argument turned out to be con- 
vincing. Before the meeting at Washington could 
be held, the New York bankers had been per- 
suaded that the harm which failure to meet our 
gold obligations would inflict on American credit 
and on the American financial future would be far 
more dangerous than the risk incurred by agreeing 
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to meet such obligations punctually in gold. On 
September 4 the committee of bankers which had 
taken the task in hand reported to the Treasury, 
not only that payment of New York City’s foreign 
loan in gold had been provided for, but that the 
country’s banks had been asked to contribute 
$150,000,000 more in gold, on which a permanent 
committee of eminent bankers would draw to meet 
our external payments as the obligations matured 
and were recognized. The amount was sub- 
sequently reduced to $100,000,000 and, with the 
Treasury’s concurrence, the plan was made 
effective.' The Bank of England agreed to 
receive all remittances of gold at its newly-estab- 
lished branch in Ottawa, Canada, as if they had 
been delivered at London; thus avoiding the risk 
of war-time ocean transit. 

It will be observed that the gold fund thus ~ 
accumulated was much less than the sum total 
of maturing foreign liabilities; which, as we have 
seen, the Treasury estimated at $530,000,000;? but 
the bankers reasoned that display of willingness 
to pay in gold, if required, would lead at once to 
willingness on the part of foreign creditors te 
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extend the obligations, and the result proved in a 
very impressive way the correctness of that 
judgment. Something over $108,000,000 gold was 
pledged by the banks participating in the ‘‘gold 
pool,’”’ but only one fourth of this subscription, or 
$27,000,000, was ever called up, and even of this 
amount only $10,000,000 was actually shipped by 
the managers to Canada for account of the Bank 
of England. On the 22nd of the ensuing January 
the gold pool formally wound up its operations, on 
the ground that its continuance was no longer 
necessitated by the situation. The balance of 
gold deposited by the subscribing banks was 
returned to them; this remarkable operation, so 
the managers reported, having been conducted at 
a total expense of $16,542.67. This decision for 
maintenance of gold payments had not influenced 
the ‘‘gold pool’s”’ activities alone. It had also 
resulted in resumption of gold exports to Canada 
under ordinary banking auspices, so that between 
August 1 and the end of the year, $104,900,000 
gold was exported from the United States, of which 
$102,300,000 went to Canada.? With December, 
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however, even the gold-export movement to 
Canada became negligible; a moderate return flow 
of gold had in fact begun before the year was ended. _ 
The rate for sterling exchange, which'in the Au- 
gust war panic had reached $7 and which ranged 
only a trifle below $5 during September, had 
fallen to parity by November 12 and ran strongly 
in favor of New York in the last week of 1914. 
The importance of that decision to maintain 
gold payments, in the face of suspension of such 
payments and of resort to inevitably depreciated 
money in practically every other country of the 
world, it would be difficult to exaggerate. It is 
not too much to say that, as a matter of financial 
history, the United States stood during those two 
or three weeks of August at the parting of the 
ways. In the light of what happened after 1914 
and with the Federal Reserve, anchored as it was 
by law to the gold-standard basis, about to appear 
on the scene, it is not easy to suppose that a lapse 
to depreciated money in the United States could 
have been permanent. But on the other hand, 
it is impossible to be sure that a decision in August, 
1914, to suspend gold payments, even with the 
purpose of subsequently resuming them, would 
not have given to at least our immediately sub- 
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sequent financial history a different turn from that 
which it actually took. The magnificent courage 
of the American decision played no small part in 
the chapter of financial prestige and reversed 
international position which actually followed. 
Every one knew in a very few months to what 
extent the decision had been justified by events; 
but in August and September of 1914 those events 
could not be foreseen. 

It should not be forgotten that the financial out- 
look for the United States seemed desperate, even 
to a great part of the banking community, at the 
time when maintenance of gold payments was 
agreed on. The counsel of timidity had not been 
lacking; the argument had become familiar that 
the American market not only had the right to 
protect itself as London and the European conti- 
nent had already done, but that such self- 
protection was a duty. The promptness of the 
decision, the clear-cut distinctness with which the 
American banking community pledged its 
resources to the task of standing single-handed 
against the expected requisitions of the whole 
outside world, had as much to do with the subse- 
quent amazing financial strength and prestige of 
the United States as did the turn in Europe’s 
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conduct of the war which eventually, but not in 
1914, created an abnormally large foreign demand 
on our productive resources. The action of our. 
bankers, in short, provided the plainest possible 
evidence to the outside world that the United 
States was at the moment, and would be during 
the war and for an indeterminate period after 
peace, the one locality in which the world’s 
floating capital could be safely lodged without 
fear of depreciation in its value. Many of the 
remarkable incidents of the ensuing decade, 
notably the capacity shown by the United States, 
during and after the war, to lend on a wholly 
unprecedented scale to other countries while 
redeeming its own foreign debt by the thousands 
of millions, must be judged in the light of this 
momentous decision to maintain gold payments, 
whatever might be the incidental difficulty or 
hazard. 

Necessarily, and almost immediately, it made 
New York the banking centre of the world; which 
meant that the ‘‘working balances’”’ of neutral 
markets, and to a great extent of the belligerent, 
markets also, were deposited in American banks 
as they had been habitually deposited in British 
banks before the war. But this in turn had two 
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other consequences, also familiar in the previous 
history of London. Having become, in steadily 
increasing measure, the banking depository for the 
outside world, New York was at once equipped 
as a lender of capital to such foreign markets and, 
at the same time, the remittance of this foreign 
capital to the United States naturally caused a 
strong movement of foreign exchange in favor of 
New York. From the rate of $7 to the pound 
sterling, reached on August I and representing a 
premium of 43 per cent against the American 
market, New York exchange on London declined 
to $4.95 in September, to $4.89 in October and at 
length, on November 12, reached normal parity 
of $4.865%. The New York rate on practically 
all other foreign markets moved similarly. 

The task of the ‘‘gold pool’’ had been achieved 
when sterling was back at par, and it is interesting 
to observe that the rate had reached that normal 
level four days before the Federal Reserve began to 
operate. The Reserve banks opened for business 
on November 16. On November 20 the Reserve 
Board reported for the twelve banks of the system 
a gold reserve of $203,415,000, turned over by 
member banks in subscription to Reserve Bank 
stock, and a note circulation of $1,215,000. By 
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the end of the year outstanding notes were 
$16,027,000; by the following April they were 
$65,612,000 and the cash reserve against notes. 
and deposits was 931% per cent. All of the clear- 
ing-house loan certificates had been canceled in 
the middle of December,' and on July I, 1915, it 
was officially stated that all of the ‘‘Aldrich- 
Vreeland’? emergency currency had also been 
retired except $200,000 issued to a single bank 
which had subsequently failed, but whose security 
for the notes was ample.? Two weeks before 
the Reserve banks opened, the deficit in reserves at 
the New York private banks had been changed to 
a surplus of $15,900,000; even their gold reserve 
was larger than it had been at the beginning of the 
year. Discount rates had come down from the 8 
per cent rate of early autumn to the normal figure 
of 4 per cent. In the last week of December, 
sterling exchange had reached a rate, $4.8434, 
actually more favorable to New York than had 
been quoted at any time in the first half of 1914 
or in December of 1913. Gold exports had ceased; 
there were even gold importations of twelve or 
thirteen millions, before the year had ended, 
across the Canadian border or across the Pacific 
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from Japan. What would be the next turn in 
events seemed now to depend on circumstances 
which could not be foreseen. 

‘Revival of confidence had been very real on the 
American financial markets; it was believed that 
our own position was at all events safeguarded. 
But whether anything more was to be anticipated 
than the rescue of American finance from the 
cataclysm which had shaken Europe, few bankers 
or financiers ventured to predict. If the bank- 
ing and foreign exchange position had been 
restored to equilibrium, home and foreign trade 
remained at a standstill. The ground most 
commonly assigned for confidence in the longer 
future was early termination of the war, from 
economic exhaustion of the fighting governments 
if from no other cause. It is entirely probable 
that, even at the end of 1914, actual foreknowledge 
that the conflict was destined to last four years 
longer would have occasioned profound despond- 
ency over the financial fortunes of America.' 
We have now to see in just what way, and by just 
what sequence of events, the subsequent great 
change came in this view of the situation. 
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[° would not correctly describe the state of 
affairs to say that the American business com- 
munity entered 1915 with confidence restored. 
Panic, indeed, was ended. The fear of immedi- 
ate wreck of the American financial organism, asa 
result of Europe’s moratorium on debts, had been 
dispelled. The bold experiment of maintaining 
American gold payments had apparently achieved 
success. Foreign exchange was moving in favor of 
the United States; the central banking system was 
established. But it did not yet enter the mind, 
even of experienced financiers, that anything more 
had happened than the averting of a crisis; pre- 
diction at the beginning of 1915, that the United 
States was on the eve of perhaps the most remark- 
able period of financial and industrial expansion 
that had been witnessed in history, would not 
have been taken seriously. 
92 
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When the question, How will the American fi- 
nancial situation be affected if the war continues 
through 1915? was put by a New York newspaper 
at the end of 1914 to a list of well-known Eastern 
and Western bankers, it elicited such replies as 
that “‘the effect would be detrimental,” that its 
influence on all investments would be ‘‘powerful 
and unfavorable,” that it was doubtful if, under 
such circumstances, our manufacturers ‘‘could con- 
tinue even the present activity.”* In a forecast 
published on the first day of 1915 by the lead- 
ing financial weekly of New York, the prediction 
that normal conditions could not be restored ‘‘for 
a considerable time to come’’ was supported by 
reference to the ‘‘deadening paralysis which has 
settled over many of the country’s industries.’’? 
The annual report of the New York Chamber of 
Commerce, published as late as May in 1915, 
remarked on the evidence that ‘‘the hopes early 
entertained by American steel manufacturers, 
that they would profit by the conflict through an 
expansion of exports, were ill-founded.’’3 
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This attitude of doubt and despondency re- 
flected the very unusual character of the situa- 
tion. All past experience, it is true, had proved 
that a foreign war was apt to enrich neutral coun- 
tries which were large producers of necessaries of 
life and war supplies; that fact was as well known 
in January, 1915, or in August, 1914, as at any 
other time. But in no previous war had a neu- 
tral state been confronted with what appeared to 
be the financial insolvency of the entire outside 
world. The defeat of the Germans at the Marne 
in September of 1914 ended the peril of quick 
and sweeping victory of the Central Powers, but 
it indicated also the possibility of a long war 
which might be, and was then expected to be, a 
conflict of complete economic exhaustion. The 
United States had surmounted in the autumn of 
1914 the crisis of gold payments; yet it was still 
indebted on an immense scale to belligerent 
Europe, it was doubtful regarding the purchasing 
power even of the Entente Allies, and it was cut 
off almost completely from export trade with 
several countries, notably Germany, which had 
previously been among its largest customers. 

Furthermore, at the beginning of 1915 there was 
no sign of recovery in our manufacturing indus- 
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tries from the shock of 1914. The Secretary of 
the Treasury had called conferences of eminent 
business men and bankers during August, 1914, 
to consider the problems of the export trade, of 
“‘war-risk insurance” and of the cotton industry, 
and in all these directions prompt and energetic 
measures had been taken during the next few 
months, sometimes with supplementary legislation 
by Congress.‘ Nevertheless, trade depression 
increased. The country’s steel plant was working 
in January, 1915, at only 50 per cent of its 
producing capacity; in the two first months of 
1915 the United States Steel Corporation’s earn- 
ings did not cover the -period’s interest on its 
bonds.? Cotton had just sold at 7% cents a 
pound, the lowest price in fifteen years, barely 
one-half the average price of the two preceding 
seasons and far below cost of production. Pur- 
chases by Continental Europe were only 50 per 
cent of the season’s normal quantity. What the 
transportation industry looked for was shown by 
the fact that new railway construction in the 
United States had fallen to the lowest mileage in 


t Treasury Report for 1914, pp. 5-17, 64-78. 
2U. S. Steel Corporation, quarterly earnings statement, April, 
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half a century.t Bank checks drawn in the 
whole country during the first quarter of I915 
were the smallest in half a dozen years; they were 


less in amount by $4,000,000,000, or nearly 10 


per cent, than in the same months of 1914, when 
trade was described as unfavorable.? On the 
average and despite the rise in wheat, prices of 
goods were lower than they had been in the first 
month after war broke out. In April, 1915, it 
was estimated by the United States Bureau of 
Labor that in New York City alone 398,000 work- 
men were unemployed, or 16% per cent of the 
laboring population; the estimated percentage in 
other cities being 1114.4 As late as the middle of 
the year, the Federal Government was working 
on plans for relief of unemployment.5 

There had come into view, however, two indica- 
tions of a change. Not only had Europe’s grain- 
growers been drafted by millions into the bellig- 
erent armies, but the Continental wheat harvest 

t Railway Age, estimate for 1914. 

2N. Y. Financial Chronicle, April 10, 1915, p. 1233. 

3 ‘Wholesale Prices, 1890 to 1923,’’ U.S. Bureau of Labor 
Statistics, p. 17. 

4U. S. Bureau of Labor Statistics, reports for April and May, 
1915. 


5 National conference to consider unemployment, San Francisco, 
Aug. 3-6, 1915, Financial Chronicle, Sept. 4, 1915, p. 746. 
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of 1914 turned out in the autumn to have run 
heavily short of preceding years. Even this was 
not the whole story. While France had raised 
38,000,000 bushels less than in 1913 and Italy 
45,000,000 less, the entry of the Ottoman Empire 
into the war on the German side at the end of 
October completed the blockade of Russia, from 
whose farms the wheat-consumers of Central and 
Western Europe had usually drawn in a single 
year upwards of 150,000,000 bushels. No more 
food supplies could be relied on from that source, 
and at the same time the requisitions of the fight- 
ing states, on grain-surplus markets to which they 
still had access, were made increasingly urgent 
by the possibility that a turn in the fortunes of 
war might cut off even existing avenues of im- 
portation. 

Under these circumstances the British navy 
had in October, 1914, finally cleared the trans- 
atlantic highway of the German warships, and 
immense European orders converged at once on 
the abundant American wheat supply. During 
the four months beginning with December, 1914, 
the United States exported 98,000,000 bushels 
of wheat, as compared with 18,000,000 in the same 
months of the preceding season. By the end of 
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June, 1915, the exports of the fiscal year footed 
up 259,600,000 bushels, against 92,300,000 and 
91,600,000 one and two years before. The lar- 


gest export of any previous twelvemonth had been — 


157,200,000 bushels, in 1892. At Chicago the price 
of wheat, which was 85 cents per bushel on August 
3, 1914, had risen at the beginning of 1915 to 
$1.31 and in February to $1.67; the higher price 
not having been matched on the American market 
in thirty-eight years, except in the temporary and 
purely artificial ‘“wheat corners” of 1898 and 
1888. As a consequence, the money value of our 
wheat export in the twelve months ending with 
June, 1915, reached $333,500,000. It had been 
only $88,000,000 and $89,000,000 respectively in 
the two preceding seasons,’ and not even after 
the celebrated ‘‘European famine years’’ of 1897 
and 1879 had a season’s wheat export come within 
$140,000,000 of the figure. Thus rapidly was dis- 
pelled one of the misgivings of the 1914 war-panic. 
Another was shaken in the early weeks of 1915. 
The closing of the Stock Exchange during the 
four months after July, 1914, with a view to pre- 
venting disastrous realizing sales by Europe, had 
put an end to large-scale buying or selling of 


=U. S. Commerce Department, monthly summaries. 
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stocks and bonds, whether by home or foreign 
investors or by speculators endeavoring to antici- 
pate the investors’ action. But it could not stop 
sales between individuals and, after the first few 
weeks of wholly suspended business, a group of 
unofficial brokers began to assemble every day 
on the Wall Street sidewalk to deal in stocks, for 
their own account or for that of outside customers 
who were anxious to invest their idle money or 
turn their securities into cash. The Stock Ex- 
change denounced the experiment and forbade 
its own members to take part in it. Some of the 
banks went so far as to threaten newspapers which 
reported the sidewalk prices. Wall Street, which 
is fond of descriptive metaphor, christened it 
‘the outlaw market.” This hostile attitude 
resulted clearly from an uneasy feeling that, if 
the ‘‘outlaw brokers’’ should come to transact a 
business of real importance, the crash of prices 
which had been narrowly averted by shutting up 
the Stock Exchange might begin in earnest, with 
all of its possible consequences in the field of 
credit. 

But the banks and the Stock Exchange over- 
looked two essential facts—first, that the period 
of outright financial panic had ended; second, 
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that the actual situation in American finance and 
banking was, as we have seen, taking very differ- 
ent shape from what had been anticipated in 
August. The ‘‘outlaw market” did not attract . 
great attention until October, when a few of the 
sidewalk brokers began to publish typewritten 
sheets of daily closing prices. They were much 
discussed; after a while, even the banks which 
had denounced the innovation asked for these 
daily reports and filed them. The prices caused 
surprise. When the ‘‘outlaw market’s’’ sheets 
were first put out in the middle of October, well- 
known railway and industrial shares were quoted 
for the most part only 2 to 5 per cent below the 
closing prices of July 30 on the Stock Exchange. 
Later in the month, further declines of 2 to 4 per 
cent occurred; Union Pacific Railway shares, for 
instance, had then fallen 7% points from the last 
Stock Exchange quotation of July, New York 
Central 5, Chicago, Milwaukee & St. Paul 8, Gen- 
eral Electric 5, United States Steel 12. But this 
was a far less formidable shrinkage than had been 
predicted and, what attracted much more inter- 
est, the recovery in the field of general credit dur- 
ing November, with the turning of the foreign 
exchanges in favor of New York, was instantly 
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reflected in the ‘‘outlaw market.’’ On December 
II, the last day on which prices were formally 
quoted in that market, most of the standard 
investment shares were selling practically at 
the prices of July 30; some of them considerably 
higher. * 

The reason why the ‘‘outlaw market” then went 
out of business was that the Stock Exchange itself 
reopened for restricted trading on December 12. 
Dealings in bonds alone,—with minimum prices 
prescribed so that a panicky break should be 
impossible, and with the requirement that the 
origin of sales based on foreign orders should 
be declared by brokers executing them—had 
already been resumed on November 28 and the 
bond prices, after a momentary decline, had gone 
above the final July quotations. When trans- 
actions in stocks were resumed on December 12, 
it was positively required by the Stock Exchange 
authorities that all sales should be made for cash; 
‘short selling’”’ or ‘‘future contracts’’ were pro- 
hibited. An advance at once occurred, beyond 
the stipulated minimum prices and beyond the 
highest ‘‘outlaw market” quotations. Several 


tN. Y. Financial Chronicle, Dec. 26, 1914, page 1866; “Stock 
Prices during the Period when the Stock Exchange was Closed.”’ 
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important railway and industrial shares rose 
5 to 10 per cent above the closing prices of July. 
Notwithstanding much subsequent irregularity, 


occasioned by the bad reports of January and _ 


February from home trade and industry, this 
movement of recovery continued. On April I, 
1915, the Stock Exchange, now completely reas- 
sured, removed all restrictions and a very rapid 
advance occurred in every kind of shares, with 
unusually large transactions. In another month 
it had run into what Wall Street called an ‘‘old- 
fashioned bull market.”’ 

This was for two reasons an incident of high 
importance in the return of financial confidence; 
first, because the bidding for railway and indus- 
trial shares was recognized as expressing the 
financial community’s belief in the soundness of 
the American situation and in the prospect of 
industrial recovery, but second, because the action 
of prices disposed of the idea that Europe, once it 
had the chance, would submerge the Stock Ex- 
change with its $2,000,000,000 of American stocks 
and bonds, forced upon a declining market. It 
did not by any means signify, however, that 
Europe had decided not to part with those invest- 
ments; on the contrary, the advance occurred in 


— 
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the face of evidence that selling of American 
stocks by European investors was actually in 
progress, on a very substantial scale. Subsequent 
investigation of the accounts of railway share- 
transfer offices proved that, even in the first half 
of 1915, nearly $500,000,000 American stocks and 
bonds, out of $2,704,000,000 estimated to have 
been held abroad at the end of 1914, must have 
been sold back by foreign holders.‘ The United 
States Steel Corporation reported at the end of 
1915 that $53,000,000 worth of its shares had been 
transferred in the year from foreign to domestic 
names.* But panic being now ended, all such 
sales by foreign holders of American investments 
were made in orderly fashion; with a view, not to 
“forcing”? the market but to getting the highest 
possible price. How the American buyers were 
able to take and pay for such a mass of returning 
securities in a rising market was a question 
which brought up other considerations. 

Before the war, it was calculated by economic 
experts that the annual payments due by the 

t Reports and estimates of L. F. Loree, based on railway share 


transfers and federal income tax returns, June 28, 1915; Dec. 
23,1915. N. Y. Evening Post, June 28, 1915; N. Y. Times, Dec. 


24, 1915. 
2 Statement of U. S. Steel Corporation, Jan. 10, 1916. 
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United States to European and other foreign 
countries for interest on our large foreign borrow- 


ings, for ocean freight charges by foreign carriers 


and for remittances against American tourists’ 
expenditure or money sent home by immigrants, 
were barely covered by our annual surplus of 
merchandise exports over imports. Those annual 
payments were then commonly placed somewhat 
above $500,000,000, ' whereas the annual merchan- 
dise export surplus had ranged, in the decade 
prior to I914, between the $252,000,000 of the 
calendar year 1909 and the $691,000,000 of 1913. 
When the export surplus did not cover the ‘‘invis- 
ible debits,” the American market either shipped 
gold or sold its own securities to Europe. If Eu- 
rope for any reason chose to re-sell any large amount 
of its holdings of our securities, New York had to 
balance the account by increased shipment of gold. ? 

Events had proved the prediction of August, 
1914, that American securities would return in a 
sudden and overwhelming avalanche, to have been 
wrong; but we have also seen that the sales of 1915, 
although deliberate, were of very large aggregate 


* “Balance of Trade of the United States,” Harvard University 
Review of Economic Statistics, June, 1919. 
Forty Years of American Finance, pp. 217, 246, 307. 
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amount. At the beginning of 1916, indeed, the 
British government itself took steps to acquire, 
in exchange for its own securities, all foreign stocks 
and bonds in the hands of British investors, and 
used them either for actual sale in the American 
market or as collateral for a similar amount 
raised through loans at New York.' Those loans 
were of wholly unprecedented magnitude; the 
Allied European governments sold one issue of 
$500,000,000 bonds to our investors in October, 
1915 (the largest loan until then ever taken in 
this country on a single offering), and in 1916 
they borrowed in various loans upward of $750,- 
000,000 more. It is true, the proceeds of the 
loans were mostly used to pay for American grain 
or merchandise; but the transaction none the 
less increased the debit column on the season’s 
international account. No such transactions 
would have been conceivable at any time before 
the war without exhausting our gold supply in 
payment. Yet New York did not export gold 
at all while these huge advances of capital to 
Europe were being made. 


tLondon Economist, Jan. 8, 1916, p. 52; May 13, p. 858; 
June 3, p. 1057; June 24, p. 1193. “The Financial Review,” 
1917, N. Y. Financial Chronicle, p. 105. 
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Events moved with such bewildering swiftness 
in that first year of the war that the capacity for 
astonishment, over any occurrence which would 
once have been deemed impossible, seemed to be 
exhausted. Nevertheless, even with the visible 
phenomena of the day before its eyes, Wall Street 
itself often wondered in 1915 what had so sud- 
denly equipped the United States with resources 
adequate to meet these enormously increased requi- 
sitions. After the war, the usual answer to the 
question was, our export of war material to 
Europe. But that, as we shall see, is far from 
explaining all that happened, notably our coun- 
try’s subsequent extraordinary position as the dis- 
penser of credit to the entire outside world and 
the possessor of nearly half of the world’s stock 


of gold. There were other influences at work. 


In the first place, with the British government’s 
suspension of gold payments in August, 1914, and 
with the Exchequer’s formal announcement. of 
January, 1915, that British loans ‘‘for under- 
takings outside the Empire will not be allowed,’’? 
London necessarily ceased to be the money centre 


* Treasury ‘“‘Order in Connection with the Reopening of the 
Stock Exchanges,” Jan. 19, 1915. London Economist, Jan. 23, 
I9I5, Pp. 135. 
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of the world. Since gold payments were at the 
same time being maintained in the United States, 
alone of all the great markets, New York neces- 
sarily took London’s place. London itself de- 
scribed the Exchequer’s order as ‘‘temporary 
abandonment of our historic claim as an inter- 
national money centre’’; making it inevitable that 
““much of the international business we have been 
accustomed to do should pass to the only other 
country, the United States, which is capable of 
doing it.’’* 

This meant that, in the long run, foreign mer- 
chants would discount their bills in Wall Street; 
but its immediate significance,~which had much 
greater bearing on the American position of 1915, 
was that New York was becoming the depository 
for those immense sums of foreign capital which, 
until August, 1914, had been habitually placed 
with London, but whose lodgment there under 
existing circumstances would expose the prin- 
cipal to shrinkage if sterling exchange, no longer 
linked with gold, should have depreciated heavily 
when the foreign owner of the deposit wished to 
draw on it. To estimate the total amount which 
came to New York asa consequence is impossible, 


London Jimes, Jan. 20, 1915. 
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but it must have been immensely large. It rep- 
resented not merely actual transfer of capital for 


safe-keeping to the United States, but the leaving. 


in New York of capital accruing to foreign mer- 
chants from their trade with America, which in 
pre-war days would have been forwarded to Lon- 
don. The financial prestige and resources derived 
by the new money centre of the world from this 
altered situation were precisely similar, though 
on a vastly greater scale, to that which a banking 
institution acquires when a multitude of impor- 
tant and highly profitable deposit accounts, previ- 
ously placed with other institutions, have been 
transferred to it. 

This was the first and in some respects the most 
important influence in creating the new position 
of the United States. It is an influence much too 
commonly overlooked in the summary of causes. 
The other and more plainly visible influence was 
the expansion of our export trade, which is a 
story by itself. I have already described the 
increase in wheat shipments when transatlantic 
trade began again in the autumn of 1914. Dur- 
ing 1915, Europe’s purchases of American food 
products of all kinds became so large that the 
calendar year’s total exports in that category 
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footed up $428,000,000 more than in 1914. Pay- 
ment for those exports alone went a considerable 
distance towards balancing what our market had 
to pay Europe for returning American securities. 
But it did not wholly cover that requisition, not to 
mention our $500,000,000 loan to Europe; and, 
moreover, except for grain the exports increased 
only slowly during the first months of 1915. In 
particular, the influence of Europe’s requirements 
of war material seemed then to be inconsiderable. 
Shipments of war munitions were reported in the 
monthly official trade returns mainly under the 
heads of explosives, fire-arms, brass products, 
barbed wire and miscellaneous iron and steel 
products. Even as late as February, 1915, total 
shipments of such goods from the United States 
were only $6,700,000, which was less than twice 
as much as in the same month of 1914, a period of 
world-wide peace. Large foreign purchases had 
been made of blankets, cloth for uniforms and all 
kinds of hospital supplies,* but this was bringing 
a monthly increase of only a few million dollars. 
During the first half of 1915 our monthly export 
trade on all acounts exceeded only slightly the 


tN. Y. Chamber of Commerce, Annual Report for 1914-15, 
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110 The War Period of American Finance [1915 


figures reached in several months of 1913 and 
1912. 

But in this respect the situation changed very 
suddenly. On March 15, 1915, Lord Kitchener 
told the British House of Lords that England’s out- 
put of war munitions ‘‘is not only not equal to our 
necessities, but does not fulfill our expectations.” 
The army staff was pressing urgently for high 
explosives; ‘‘want of an unlimited supply” of 
such munitions, it was publicly asserted, “‘is a 
fatal bar to our success.’”’? One of the members of 
the British ministry of the day, describing the 
situation many years afterward, told how there 
‘flowed from the front” in the early spring of 
I9I5 ‘‘a torrent of complaints,” to which Kitch- 
ener had to reply that every British factory “‘was 
working to its utmost power, that the orders 
already given were far in excess of the capacity 
to produce, and that deliveries even of the reduced 
amounts were enormously in arrear.’’? When the 
fact was disclosed that, after months of such 
representations from the general staff, only 7 per 
cent of the army’s artillery supply was suited to 


t London Times, May 12, 1915; Col. Repington, The First World 
War, p. 36. 


2 Winston S. Churchill, The World Crisis, 1915, p. 320. 
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the changing methods of the conflict,’ public 
clamor compelled radical change of policy and 
reconstruction of the ministry. In May, Lloyd 
George became Minister of Munitions and a pro- 
gram of orders for high explosives, limited only 
by the capacity of accessible producers, was at 
once adopted. This meant unlimited requisition 
on American manufacturers. 

In the confusion of ideas which prevailed dur- 
ing the first weeks of the war, there had been 
some popular doubt of our right, as a neutral 
state, either to float war loans for belligerent 
governments, or to sell war munitions to them. 
In the matter of loans to the-governments at 
war, our State Department had itself published a 
memorandum, two weeks after the war began, 
which discountenanced such action. ‘‘There is no 
reason,” Secretary Bryan then wrote in response 
to inquiries from bankers, ‘‘why loans should not 
be made to the governments of neutral nations, 
but, in the judgment of this government, loans 
by American bankers to any European nation 
which is at war are inconsistent with the true spirit 
of neutrality.”? That this view of the question 


t Repington, p. 35. 
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was at least wholly unsupported by accepted pre- 
cedent, our market’s large loans of 1904 and 1905 
to Japan, then at war with Russia, proved suffi- 
ciently’; also the American market’s subscription 
to more than $200,000,000 loans of Great Britain 
during that country’s war with the Transvaal 
Republic in 1900, 1901 and 1903.7, England had 
similarly taken Japanese loans during the Man- 
churian War; France had equipped Russia finan- 
cially in that conflict. Whether the statement of 
August, 1914, was actually the Administration’s 
judgment of the time or was merely expression of 
Mr. Bryan’s personal ideas (which were frequently 
erratic) did not clearly appear. But at any rate, 
this hastily-assumed attitude was tacitly aban- 
doned when Bryan left the cabinet in June, 1915. 
Eventually not only France and England, but 
Germany as well, placed war loans in New York. 
But Bryan himself had to recognize the diplo- 
matic propriety of selling munitions of war to the 
belligerents, even if Germany was cut off from such 
traffic by the war blockade. At the beginning of 
1915, the Secretary of State officially declared 
that “‘there is no power in the Executive to pre- 


t Forty Years of American Finance, pp. 320-322. 
2 Ibid., p. 282. 
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vent the sale of ammunition to the belligerents.”’ 
Replying to Congressional protest against that 
attitude, he pointed out that German manufac- 
turers had equipped the belligerents with arms in 
both the Russo-Japanese War of 1904 and the 
Balkan wars of 1913. To the argument that 
Germany herself was shut out from access to our 
producing markets, making shipment of munitions 
to her enemies discriminatory, he further stated 
that the German Ambassador at Washington had — 
himself admitted in December to our State Depart- 
ment that, “‘under the general principles of inter- 
national law, no exception can be taken to neutral 
states letting war material go to Germany’s ene- 
mies from or through neutral territory.’’* 

Up to that time, the largest requisition on Amer- 
ican producers of munitions had been an $83,000,- 
000 Russian order placed with the Canadian Car 
and Foundry Company, which in March had 
sublet $23,000,000 of its contracts to twenty- 
seven steel and powder manufacturers in the 
United States. Beginning in May, however, with 
a $100,000,000 British order on the Bethlehem 
Steel Company for lyddite shells and shrapnel, the 


t Letter of Secretary of State Bryan to W. J. Stone, Chairman 
U. S. Senate Foreign Relations Committee, Jan. 24, 1915. 
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urgent European demand absolutely changed the 
American industrial position. The work was not 
restricted to munition manufacturers. Large 


establishments, previously engaged exclusively in 


electrical work or in production of locomotives, 
cars or machinery, altered their plant and took 
contracts for explosives running into the tens of 
millions for each establishment.* The Bethle- 
hem Steel alone, which had on its books total 
unfilled orders of $24,865,000 at the end of 1913 
and $46,513,000 at the end of 1914, reported 
$175,432,000 at the end of 1915.2 Whereas the 
year 1915 had begun, in the words of an expert 
commercial reviewer, “‘with little prospect that 
the predictions of large business resulting from 
the war were anywhere near realization,’ the 
early summer proved that “‘the single factor of 
steel to be fired from the guns of European bellig- 
erents was amounting to tonnages sufficient, with 
the stimulation given to home demand, to create 
an actual scarcity.’’3 The effect on the country’s 
export trade was instantaneous. As against 


«N. Y. Chamber of Commerce, Annual Report, 1915-16, Part 
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February’s shipments of only $6,700,000 in cate- 
gories covering war munitions, that class of ex- 
ports rose to $27,000,000 in August, 1915, and to 
$69,000,000 in December, when the value of the 
munitions exports was more than double that of 
the same month’s export of all breadstuffs. For 
the calendar year 1916 the stated value of such 
exports was no less than $1,290,000,000, a sum 
which exceeded the similar shipments of 1914 
by $1,250,000,000 and those even of 1915 by 
$960,000,000. * 

The magnitude of these munitions shipments 
gave rise to very common belief, both during and 
after the war, that the entire war-time expansion 
in our export trade was based on materials for 
military destruction. But this was by no means 
true. Notto mention the already-cited increase of 
$428,000,000 in our export of all foodstuffs in 1915 
as compared with the year before, our shipment 
of such commodities as cotton goods and men’s 
shoes increased $68,000,000, mostly on orders for 
the European armies. Furthermore, as the year 
progressed and the normal processes of interna- 
tional trade recovered the equilibrium lost in 


Monthly summaries of Foreign Commerce; U. §. Depart- 
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the first shock of war, neutral countries which 
had previously bought manufactured goods from 
England found that, with British industry mobi- 
lized for war, their needs could no longer be filled 
by British manufacturers. Through force of ne- 
cessity they turned to the United States. Our 
total exports to the six neutral countries of Europe, 
during the whole of I915, were $178,000,000 
greater than the year before. Part of that in- 
crease represented grain and part of it, also, goods 
which the Dutch and Scandinavian markets 
bought for the purpose of reshipping to Germany 
before England had made its blockade of the Cen- 
tral Powers effective. But this was not true of our 
exports to Asia, South America, and the North 
American markets outside our own boundaries, 
to which our shipments increased $77,000,000 in 
1915 and $473,000,000 more in 1916. 

Still another addition to our export trade came 
from transactions which brought an extremely 
curious reminder of long-forgotten commercial and 
political history, when it was found that exports 
to Europe from other countries in the Western 
hemisphere, hitherto carried in British vessels 
which were now commandeered for war transport 
work, had to be sent to the United States and 
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thence reshipped to Europe. Until 1915, the 
largest total ever reached by such “‘foreign re- 
exports” from the United States was in 1806, 
when French and British frigates of the Napo- 
leonic war were seizing enemy merchant ships and 
when, therefore, our neutral vessels were used to 
bring West Indian merchandise to both France and 
England. The value reached in that year by 
foreign merchandise reshipped was $60,283,000. 
Immediately prior to I914 it averaged barely 
$35,000,000 annually, but in 1915 the high record 
of a century before was for the first time dupli- 
cated with a figure of $61,440,000. It had re- 
quired another world war to make the thing 
possible. 

The result of this many-sided combination of 
influences on our outward trade was bound to 
be something beyond all previous experience. 
Total export of merchandise from the United 
States, which had reached $2,364,000,000 in the 
fiscal year 1914 and $2,768,000,000 in the twelve 
months ending with June, 1915 (at the time a 
high record in our history), rose to $4,333,000,000 
in the subsequent fiscal year and to $6,290,000,000 
in the fiscal year 1917. Our largest surplus of 
exports over imports in any calendar year before 
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the war had been $691,421,000, in 1913. The 
export surplus of 1915 was $1,776,074,000. In 
1916 it was $3,089,769,000. 


Whether judged by its magnitude or by the sud- | 


denness of its occurrence, it is perfectly safe to 
say that this achievement, in only two years of 
foreign trade, was something unparalleled in the 
world’s commercial history. The expansion of 
our exports between 1897 and Igo! had itself been 
described at the time as beyond all precedent; we 
discovered how far-reaching an influence it could 
exert on our national prosperity and international 
prestige.* But whereas the increase of our annual 
export surplus during that four-year period was 
$356,000,000, or II2 per cent., the increase between 
1913 and 1916 was $2,398,000,000, or 347 per 
cent. Its effect both on the country’s relations 
with Europe and on its home position, financial 
and industrial, was bound to be proportionately 
great. First let us trace its consequences in the 
domestic situation. 

I have shown with what uncertainty, at times 
with what despondency, the prospects of our 
internal trade were regarded during the last five 
months of 1914 and the first three or four months 


" Forty Years of American Finance, pp. 282-284. 
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of 1915; but the change came now with great 
rapidity. The American steel industry, and along 
with it other manufacturing industries whose 
plant had been diverted to the work of munitions 
production, necessarily sprang almost at once 
into unprecedented activity. Before the war, the 
largest monthly output of iron in the United 
States had been 2,782,000 tons, in December of 
1912. It was barely 1,500,000 tons in Decem- 
ber, 1914, and even in April, 1915, when it rose 
a trifle over 2,000,000 tons, production was less 
than the monthly average of 1913. Following the 
foreign orders which began in May, however, the 
output crossed the 3,000,000-ton mark in the 
following December for the first time in the iron 
trade’s history. In October, 1916, it had reached 
3,500,000. Prior to 1914 the country’s maximum 
yearly output of steel was 31,300,000 tons, in 
1913, and it had fallen to 23,513,000 in 1914. 
The production of 1916 was 42,773,000, and it 
passed 45,000,000 in 1917.” It has been officially 
computed that all of our steel or iron producing 
companies combined, whose net earnings on in- 
vested capital in 1915 had averaged 73 per cent, 


t Tron Age estimates. 
2 Annual reports, American Iron & Steel Institute. 
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earned 2114 per cent in 1916." Labor was fully 
employed, at wages 14 per cent above the pre- 
war rate.’ 

As had always happened on previous occasions 
of immensely stimulated production of finished 
steel, heavy requisitions were made on materials 
for plant extension. During the four-and-a-half- 
years’ period of the war, the United States Steel 
Corporation enlarged the producing capacity of 
its mills, already the greatest of any single com- 
pany in the world, by no less than 4144 per cent; 
it was estimated after the war that the period’s 
expenditure, for that purpose alone and by all 
producers, exceeded $1,000,000,000.4 But that 
was only incidental; the sequel in other industries 
was still more remarkable. The immediate large- 
scale demand for new tools and machinery to 
re-equip plants for munition manufacture created 
so great a volume of orders that, in the case of 
many companies producing the requisite material, 
profits of the single year 1915 equaled in amount 


«‘*War-time Profits and Costs of the Steel Industry,’’ Federal 
Trade Commission, 1925, p. 29. 

2U. S. Steel Corporation, Annual Report for 1916. 

3 Ibid., reports 1919, 1920. 

4J. G. Butler, address to American Iron & Steel Institute, 
May 23, 1919. 
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their entire capital stock. Other products than 
iron and steel were affected. Output of copper in 
the United States had been cut down nearly 7 
per cent in 1914 and the beginning of the war 
had carried its price 25 per cent below the average 
of 1913; but total production in 1915 ran 32,000,- 
000 pounds beyond any previous annual record, 
with the price at the year-end nearly double that 
of November, 1914.7 As for the wheat-growers, 
whose earnings over and above all cost of produc- 
tion from the crop of 1913 had been estimated at 
$56,710,000, they were officially stated to have 
cleared $284,896,000 from the harvest of 1915 
and $296,252,000 from that of 1916.3 

In no industry were the later results of 1915 
more unexpected than in the cotton trade. I have 
described the seemingly desperate condition of 
the American cotton-producer when the war 
broke out. In the conferences of September, 
1914, between the Treasury and the business 
men, a ‘‘loan fund’”’ had been hurriedly arranged 
to save the planters from ruin. It was based on 

tN. Y. Chamber of Commerce, Annual Report, 1915-16, Part 
TI, ps 115. ; 

2 Engineering and Mining Journal, Jan. 8, 1918. 


3U. S. Grain Corporation, report of May, 1925, on ‘‘The 
Stabilization of the Price of Wheat During the War,” p. 85. 
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subscriptions by banks and bankers, in the amount 
of $100,000,000 (subsequently increased to $135,- 


000,000), to a central fund from which advances. 


could be made to planters unable to sell their 
cotton; the cotton itself to be pledged as security 
at the rate of 6 cents a pound.' The opportunity 
for such borrowings was held open during the 
month of January, 1915, but with a curious 
result; for applications from cotton-producers 
actually footed up only $28,000, as against the 
$135,000,000 offered.* It was in fact already 
becoming plain that the acute misgiving enter- 
tained in August, 1914, had misjudged the cotton- 
producer’s outlook almost as completely as it had 
misjudged the wheat market. Germany did, to be 
sure, disappear as a visible purchaser of our cot- 
ton, but Holland and Scandinavia increased their 
takings in the first year of war a million bales 
over the preceding twelvemonth’—mostly, no 
doubt, for reshipment into Germany. Although 
this still left total exports some 600,000 bales below 
the preceding season, the larger purchases by 

* Treasury Report for 1914, pp. 14-17. 

2Statement by Cotton Loan Committee, Feb. 8, 1915, N. Y. 
Financial Chronicle, Feb. 6, 1915, p. 435: Feb. 13, p. 519. 


3N. Y. Chamber of Commerce, Annua! Report, 1915-16, Part 
IT, p. 48. 
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American mills nearly counterbalanced that de- 
crease,* and in the season beginning with August, 
1915, when a much smaller cotton crop had been 
planted and harvested, further increase of nearly 
a million bales in home consumption fairly swept 
away the unsold surplus of 1914. It was taken 
at prices above the pre-war average. 

This quite unprecedented home consumption 
of cotton, during the late months of 1915 and 
afterward, was only one among many indications 
of the sudden trade revival. A considerable part 
of the increase in home purchases, of cotton as of 
other materials of manufacture, arose from the 
greatly enlarged production of finished goods for 
export. It was said that, on one day of 1916, a 
single American textile house made shipments to 
fourteen different foreign markets which had never 
imported American cloths before the war,? and 
it was estimated that not less than 600,000 bales of 
cotton were used in the fiscal year 1916 solely in 
connection with manufacture of explosives for 
export. But the expanding demand of home 

t“Cotton Movement and Crop of 1914-15,” Financial 
Chronicle, Aug. 21, 1915, p. 581. 

2N. Y. Chamber of Commerce, Annual Report, 1916-17, Part 


II, p. 104. 
3[bid., p. 47. 
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consumers had also now become recognized as a 
paramount influence. It had suddenly grown evi- 
dent that the West was immensely enriched by 
the enormous export of its food products, the East 
by the steel trade’s spectacular activities and at 
length the South by a profitable cotton crop. Oper- 
ations of the cotton mills, it was reported in 1916, 
were limited only by the ability to obtain sufficient 
labor.t Middlemen in the dry goods trade ‘“‘never 
knew such a prosperous year.”’ Manufacturers’ 
profits were the largest that had ever been earned.? 

There was hardly an American industry which 
by 1916 was not making similar reports, and the 
scope of trade expansion was vividly reflected in 
the amount of checks drawn on the banks. Before 
the war, the largest total of such checks ever 
exchanged in a single month by all American 
banking institutions was $17,146,000,000, in 
December of 1912. The monthly total fell to 
$9,900,000,000 in August, I914, and even in 
March, 1915, it was only $13,800,000,000. But it 
rose to $20,000,000,000 in the last month of 1915 
and to $27,000,000,000 in December of 1916. 


*N. Y. Chamber of Commerce, Annual Report, 1916-17, Part 
II, p. 45. 
2 Ibid., p. 99. 
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There were occasions when it began to appear 
as if every element of economic fortune was work- 
ing for the United States. We have seen that 
the war had created a virtually unlimited demand 
for American foodstuffs. The only question of 
doubt as the growing season of 1915 progressed 
was whether, with the usual vicissitudes of agri- 
culture, the country could raise enough grain to 
meet Europe’s requirements. For 1915 our farm- 
ers, encouraged by the highly profitable export 
market, had planted a greatly increased acreage; 
as it happened, Nature provided a perfect grow- 
ing season. The wheat yield overtopped a thou- 
sand million bushels, a figure never reached 
before or since and exceeding by 120,000,000 the 
largest previous harvest; the corn crop was greater 
by 127,000,000 bushels than any other year’s pro- 
duction, the oats crop by 122,000,000. It was 
estimated by the Department of Agriculture that, 
although prices for the five important cereals did 
not average as high as in the preceding season, the 
total market value of the harvest was $162,000,000 
beyond that of the same crops in 1914 and $541,- 
000,000 greater than the pre-war maximum. 

This was the course and character of the 
boom”’ in our domestic trade, which surpassed 


‘ 


“war 
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in scope all previous episodes of the kind in the 
country’s history (perhaps also in the history 


of any other country) and which, so to speak, 


laid overnight the foundations of the American 
national wealth that became proverbial through- 
out the world a very few years later. But the 
longer results of the episode which I have just 
described—especially in regard to the interna- 
tional position—were so far out of proportion with 
those of any other period of American prosperity 
and economic power that it will be advisable to 
examine more closely the manner in which they 
were attained. Experience with an abnormal 
‘“‘American export surplus,” an exceptional Amer- 
ican credit balance on the international market, 
was not new; we have seen what happened after 
1899 and 1900. But the unusual aspect of the 
war-time change in our relations with the outside 
world was the extent to which it was emphasized 
as the years passed on. 

The talk of 1901 about our country’s ‘‘new réle 
in world-finance”’ was forgotten by 1903 or 1907; 
the international position had been reversed again 
and we were once more borrowing from Europe. 
Whether, in the longer future of economic his- 
tory, such a change will again become possible, 
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is a question for the prophets; but there certainly 
was no sign of it in the decade after the war. The 
unaccustomed position of the United States as 
the world’s money centre, the dispenser of credit 
to the rest of the nations and, in general, the ar- 
biter of the world’s financial fortunes, was not 
only never once shaken in the trying period of 
post-war readjustment, but was recognized with 
far greater unanimity ten years after 1915 than in 
the war period itself. Let us trace exactly the suc- 
cession of events which had this remarkable result. 

I have heretofore pointed out that, whereas a 
pre-war surplus of American exports over imports 
amounting to about $500,000,000 annually would 
be balanced by annual payments regularly due from 
the United States to foreign markets on other 
accounts, our export surplus rose in the calendar 
year 1915 to $1,776,000,000 and in 1916 to $3,091,- 
000,000. How was the outside world, belligerent 
Europe in particular, to meet this prodigious 
accruing indebtedness; coming as it did at an hour 
when the second largest iter in our yearly debit 
to Europe, freight charges for American goods 
carried in European ships, had been heavily cut 
down by the pressing of European merchant ves- 
sels into military transport service? We have 
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seen that it was partly met by Europe’s selling 
back to us our own securities. The estimate of 
such sales in 1915, based in the case of railway 
stocks on transfer of share ownership on the books 
of the companies and in the case of bonds on 
federal income tax returns, I have already cited. 
A later and extended compilation, which included 
an estimate of industrial as well as railway com- 
pany securities, indicated that the face value of 
all such sales, in the eighteen-month period 
from January 31, 1915, to July 31, 1916, was 
$1, 500,000,000. * 

That paid for part of the period’s debt of the 
outside world to America on merchandise account, 
but, as the figures show, only for perhaps one- 
third of it. Export of gold from Europe to New 
York came next. Gold had been used in the past 
to settle a sudden and heavy balance against 
Europe, as when our wheat was bought, in quan- 
tities then unprecedented, during 1879 and 1897.? 
No one imagined that the account of 1915 and 
1916 would or could be balanced in that way, but 
the gold shipments nevertheless reached figures 


‘Speech of L. F. Loree to N. Y. Merchants’ Association, 
Oct. 20, 1916, Third estimate of L. F. Loree, Sept. 25, 1916. 
° Forty Years of American Finance, pp. 58 and 271. 
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quite beyond any prediction. It will be remem- 
bered that export of gold from the United States 
to Canada on account of England slackened in 
November, 1914, and ceased in December. Pres- 
ently the movement turned. By March, 1915, 
our monthly import of gold reached $25,600,000; 
in June it was $52,300,000 and in October we 
received $79,600,000, which passed the previous 
high monthly record of the country’s history— 
the $63,500,000 imported during November, 1907, 
when London and Paris were sending gold in 
response to the 4 per cent premium of the New 
York panic days on any kind of money.' Prior 
to 1915, the largest import of gold by the United 
States in any full calendar year had been $158,- 
100,000, in 1898. In the single month of March, 
1916, we imported $122,700,000. For the cal- 
endar year 1915 the total importation of gold was 
$451,900,000; in 1916 it was $685,900,000. 

These sums were wholly unprecedented in the 
history of international gold movements; before 
1915 they would have been incredible, yet in some 
respects they were typical phenomena of the 
period. Transfer to a single country of a thou- 
san million dollars in gold within two years was 


t Forty Vears of American Finance, p. 375+ 
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not logically out of touch with a situation in which 
single war loans, annual public revenues and, in 
the case of the United States, the yearly surplus 
of exports over imports, rose to multiples of that 
figure, whereas a hundred millions would have 
been considered a formidable sum for most of 
them, a year or two before. But that did not 
explain how the gold for this enormous movement 
to America was procured. Gold holdings of the 
European banks, as publicly reported prior to 
1914, were of no such size that they could spare 
the amounts which were actually shipped to the 
United States. In American values, the Bank of 
England held $185,000,000 gold at the outbreak of 
the war, the Bank of France $800,000,000. The 
bulk of our $1,137,800,000 gold imports of 1915 
and 1916 came on account of London and Paris. 
If the gold had merely been drawn from the 
British and French reserves of 1914, those reserves 
would have been entirely exhausted before the 
end of 1916. But in actual fact the gold held by 
the Bank of England was then nearly $80,000,000 
more than in 1914, and the gold in the French 
Bank’s vaults only $146,000,000 less. 


*Weekly statements Bank of England and Bank of France, 
July 30, 1914; Dec. 28, 1916. 
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For this there are several explanations. To be- 
gin with,whereas gold was in use before the war as 
circulating money in every important European 
country, the governments had now virtually taken 
possession of it, substituting war time paper cur- 
rency. A subsequent official estimate reckoned that 
the gold coin in use as pocket money in Great Britain 
during June, 1914, or held in the reserves of other 
institutions than the Bank of England, amounted 
to £123,000,000, or slightly under $600,000,000. ! 
Gold coin circulating in France outside the Bank 
of France had been estimated before the war at 
$1,200,000,000. ” 

Although free gold payments had been sus- 
pended in August, 1914, the French Government 
in the middle of 1915, imitating the action taken 
by Germany, appealed to the people’s patriotism 
to surrender their hoarded gold at face value in 
exchange for notes of the Bank of France; it 
thereby obtained about $240,000,000.3 Part of 

t First interim report to the House of Commons of the Com- 
mittee on Currency and Foreign Exchanges aiter the War, Oct. 
29, 1918. London Economist, Nov. 2, 1918, p. 618; N. Y. 


Financial Chromcle, March 13, 1920, p. 1029. 
2London Economist, Paris correspondence, Feb. 27, 1915, Pp. 


437. 
3Annual report of the Bank of France, January, 1916. Lon- 


don Economist, Paris correspondence, Dec. 18, 1915, p. 1016, 
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this was sent to London and New York. The 
British government, after suspending free gold 
payments, had arranged in August, 1914, for the 
issue through private banks of a new fiduciary 


paper currency known as ‘“‘currency notes,” based 
on the pledge of government securities by the 
issuing banks and amounting by the end of 1916 
to £150,000,000, or $730,000,000. It had thereby 
dislodged from general circulation the gold sove- 
reigns and half-sovereigns previously used as 
pocket-money—some of which were undoubtedly 
hoarded, but a very substantial part of which came 
into possession of the banks and was now sent 
to New York, directly or through Canada. In 
addition to this the Russian government, between 
1914 and 1917, drew $340,000,000 from the 
Imperial Bank’s pre-war gold reserve and shipped 
it to London, Canada or New York to finance the 
war.* 

Finally, the British possessions in South 
and West Africa produced from their mines in 
1915 and 1916 the largest amount of gold in their 
history—more than $200,000,000 per annum— 
and, under the conditions created by the war, 


™“The Russian Gold Reserve:} What Became of It?’’ Lon- 
don Economist, May 30, 1925, p. 1066. 
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there was no other way to market the gold except 
by selling it to the Bank of England or shipping it 
to New York for account of London. Asa matter 
of fact, the Transvaal did not send its new gold 
product to London, as in days before the war, 
because that would have meant the crossing of a 
dangerous war-time ocean highway by the treasure- 
ships. The bulk of it was unquestionably shipped 
to Canada by the Pacific route; which partly ex- 
plains why, although Canada itself then produced 
less than $19,000,000 gold annually, our custom 
house reports showed that, of the $451,900,000 
gold imported into the United States in 1915, 
$218,900,000 had come: from Canada, with a 
similar origin for $579,300,000 out of the $685,- 
900,000 total gold import of 1916.? 

There is, then, no mystery about the source of 
the thousand millions in gold shipped to the United 
States in 1915 and 1916. By far the greater part 
of it represented, first, gold which had previously 
been used in Europe’s hand-to-hand circulation 
and, second, gold which would have gone in normal 
times to increase that circulation or else (as in the 

«Report of British Gold Production Committee, January, 


1919. London Economist, Jan. 4, 1919, pp. 3, 4. 
2U. S. Department of Commerce, Monthly Summary for 


December, 1916, p. 5. 
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first decade of the century) to pile up larger bank 
reserves in Europe. From the strict economic 
viewpoint this huge transfer of gold, from countries 
which had suspended gold redemption of their 
paper currency to the one country where the gold 
standard was maintained, may be considered an 
illustration of the old economic principle that re- 
course by governments to an inferior currency will 
automatically drive out gold from countries where 
such inferior currency had been introduced. But 
although the general principle undoubtedly holds 
good, the economic machinery did not this time 
work in exactly the way which ‘‘Gresham’s law”’ 
had indicated. The gold that came to us in 1915 
and 1916 was sent under the British government’s 
own auspices; it was distinctly given up to pay 
for Europe’s unprecedented purchase of goods in 
America, and those purchases had no relation to 
the international level of prices, but were made for 
the most part from sheer military necessity. 

Such was the extraordinary effort made by bel- 
ligerent Europe to pay for its American purchases 
in gold. Nevertheless, a little calculation will 
show that even this expedient failed to balance the 
international account. The $4,867,000,000 sur- 
plus of merchandise exports over imports in our 
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foreign trade of the two years 1915 and 1916 
had been met, first, by re-sale of $1,500,000,000 
American securities between January, 1915, and 
the end of July, 1916; or, if $500,000,000 be added 
for the last half of 1916, $2,000,000,000. The 
$1,137,800,000 gold imports of the same two years, 
less the $187,000,000 gold exports of the period, 
paid for $950,800,000 more. The net sum of the 
shipments of securities and gold to the United 
States, thus calculated, was therefore $2,950,800,- 
ooo and, if we add the “‘invisible items” of $500,- 
000,000 per annum whereby Europe met the ex- 
port surplus of our pre-war trade in merchandise 
(probably they were less after~1914), the total 
offset accounted for was $3,950,000,000. 

With the exception of the imports and exports 
of gold, which are reported at the Custom House 
and whose valuation does not vary, these figures 
cannot be taken as absolutely exact. The amount 
of securities transferred is partly estimated. Some 
of them, although owned abroad, had previously 
been held in trust by American institutions, so 
that their sale was prima facie a domestic transac- 
tion and, in the case of bonds, may have escaped 
identification. With all of them the proceeds 
must have varied with the fluctuating Stock 
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Exchange prices. Even the official valuation of 
merchandise exports is fixed by a more or less 
arbitrary average of prices at the date of shipment. 
It cannot allow for consignments on which the 
price had been arranged long in advance of de- 
livery, and the same condition exists with import 
valuations. The resultant possible error, how- 
ever, affects both sides of the account, and the 
figures which I have used are reasonably safe. 
But even so, it will be seen that the outside world’s 
$3,950,000,000 miscellaneous credits, in trade with 
the United States during the two-year period, were 
still nearly a thousand million dollars short of its 
$4,867,000,000 debit on account of merchandise. 
If, indeed, any doubt existed as to whether Europe 
had as yet even approximately balanced the ac- 
count, the course of foreign exchange rates would 
have disposed of it. 

In January, 1915, sterling was quoted at $4.85; 
a rate within the normal pre-war range. Not 
until the middle of February did it fall below the 
normal ‘“‘gold point” of $4.82, and it held around 
$4.78 until the immense war-orders were placed 
in America during June. After that month, how- 
ever, a very swift and continuous decline en- 
sued, which brought sight sterling bills at the 
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opening of September, 1915, to $4.50. This was 
depreciation of 714 per cent in the pound sterling; 
nothing like that had been witnessed since Eng- 
land’s period of suspended gold payments in the 
Napoleonic wars. The tradition that sterling went 
at New York to the equivalent of less than $4 in 
the panic of 1857, when the London Bank Act 
was temporarily suspended, is perhaps correct;* 
but that was as brief and abnormal an incident as 
the rise of sterling to $4.90 in Wall Street during 
the panic of 1907. 

The fall to $4.50 in September, 1915, caused 
something of consternation; first, because it 
gravely impaired Great Britain’s international 
prestige, second, because it made vastly more 
expensive the British purchases in America, whose 
contract price was fixed in dollars. Furthermore, 
there was no assurance as to where the deprecia- 
tion would end. Experienced bankers predicted 
$4.25 or even $4.00, as against the normal gold 
parity of $4.865¢. That the break had resulted 
primarily from the accumulating and as yet not 
settled American trade balance against England, 
there could even then have been little doubt. 


t Letter of Henry Hentz, Financial Chronicle, Feb. 27, 1915, 
p: 667. 


138 The War Period of American Finance [1915 


Only one recourse was left; large-scale borrowing 
of money in the United States and use of the 


proceeds to pay for part of the purchases in Amer- 


ica, so that sterling bills would not have to be 
drawn and ‘‘sold.” Acting with France, whose 
own exchange had fallen 15 per cent below gold 
parity at New York, England now planned an 
American loan; the two governments making in 
the summer of 1915 joint application for $1,000,- 
000,000. This was a larger operation than Ameri- 
can bankers were willing to undertake; but 
eventually, after long negotiation with the Anglo- 
French Debt Commission, the offering was fixed 
at $500,000,000 in five-year 5 per cent bonds, 
payable interest and principal in American gold 
coin, sold to the underwriting syndicate at 96 and 
to investors at 98, but bearing no special security 
beyond the pledge of the borrowing governments. 

Even at the lower figure, the loan represented 
the largest sum ever asked from American invest- 
ors in a single offering, the previous high mark 
having been the $200,000,000 Spanish War loan 
of the United States government during 1898. 
The Anglo-French loan was not placed altogether 
easily. Our investing community had yet to 
discover its own financial power; German-Ameri- 
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can financial influence was strongly exerted 
against the operation; the public was doubtful 
over the outcome of the war and puzzled at the 
fall in sterling. Subscriptions were solicited on a 
large scale, however, not only from banks and in- 
dividuals but from manufacturing companies 
handling European War orders,‘ and in the autumn 
of 1915 the bonds were fully taken. Following 
this, in 1916 France placed another loan of $100,- 
000,000 in the United States and England two 
more loans of $250,000,000 each; the state of the 
market being indicated by the fact that the in- 
terest rate was raised to 514 per cent notwith- 
standing the fact that, unlike the loan of 1915, all 
of these 1916 loans were secured by pledging with 
a New York trust company American and other 
securities previously held abroad. 

But it will be observed that these borrowings 
of France and England at New York, in the aggre- 
gate exceeding $1,000,000,000 during the two years, 
had at length balanced the international account 
of 1915 and 1916. Sterling exchange rose to $4.75 
when the Anglo-French loan was placed; it held 
around that price until 1917. The depreciation 
indicated even by that rate probably measured at 


tN. Y. Times, Oct. 1, 1915; list of large subscribers. 
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the time only financial doubts of a currency 
irredeemable in gold. That sterling should sell 
at gold parity again, so long as resumption of 
gold payments could be only a matter of remote 
conjecture, was not to be expected. At the end 
of 1916, however, it may fairly be said that the 
wholly abnormal American export surplus, rolled 
up since the beginning of the war, had been paid 
for by the outside world. The extent to which 
and the means by which it was balanced in the 
next two years, covering the period between the 
entry of the United States into the conflict and 
the surrender of Germany, belong to another 
chapter. 

It should now be clear how belligerent Europe 
and the rest of the outside world managed to ar- 
range the extraordinary payments necessitated by 
our export trade in the days of American neu- 
trality. But it remains to inquire how the Ameri- 
can markets were affected by them. Contrary 
to all the apprehensions of 1914, the recovery of 
prices for investment securities which had begun 
with 1915 was not arrested, either by the sale of 
European holdings of our stocks and bonds or by 
the heavy demand on American capital for 
European loans. At the end of 1916, even prices 
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for existing investment bonds were higher than 
at the beginning of 1915.' But Europe had paid 
in gold as well as in securities, and the effect 
of the gold imports on our financial markets must 
also be considered. 

Investigation of that question opens a very 
singular episode of banking history. Between the 
end of 1914 and the end of 1916, as a result of the 
period’s gold importation and a home production of 
$193,600,000, offset by $88,800,000 used for com- 
mercial purposes in this country,? the total stock 
of gold in the United States was estimated to 
have risen from $1,815,976,000 to $2,864,841,000.3 
An increase within so brief a time of 58 per cent 
in the basis of credit and values might have been 
expected to produce momentous results. That 
expansion occurred, moreover, at the very moment 
when the machinery of the new Federal Reserve 
Law had enlarged facilities for a possible super- 
structure of credit, through reducing percentage 
requirements of private bank reserves and through 
the counting, as part of those reserves, deposit 


tN. Y. Times, Daily Bond Market Averages, Dec. 31, 1915, 
and 1916. 

2U.S. Mint Report, 1917, pp. 65 and 67. 

3 Monthly circulation statements U.S. Treasury, Jan. 1, 1915, 
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credits created by rediscount of the private banks’ 
commercial loans at the Federal banks. When 
the Federal Reserve opened for business in Novem- 
ber, 1914, it held $203,415,000 gold,” obtained 
through subscription of private banks in the 
Federal Reserve system to the capital stock of the 
new Reserve banks; payment of such subscription 
being required by the law ‘‘to be in gold or gold 
certificates.” 

After the gold import movement had attained 
large proportions in 1915, the private banks that 
first received the gold turned over most of it to the 
Federal Reserve, where it could be used by them 
either as a basis for increased note circulation or 
as an enlarged reserve of their own to support a 
proportionately larger grant of credit to their cus- 
tomers. At the end of 1915 the Reserve System’s 
total gold holdings were $542,413,000; at the end 
of 1916 they were $753,774,000. Aside from this 
two-years’ increase of something over $550,000,000 
in gold held by the Federal Reserve banks, about 


t Treasury Report, 1914, pp. 500, 501. 

2Statement of Federal Reserve Board, Nov. 21, 1914; N. Y. 
Financial Chronicle, Nov. 28, 1914, p. 1566. 

3 Federal Reserve Act, Section 2. 

4Statements of Federal Reserve Board, Dec. 31, 1915, and 
Dec. 29, 1916. 
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$150,000,000 was added by private banks in the 
national banking system to the reserve in their 
own vaults;* the war-time amendment requiring 
member banks in the Federal Reserve to keep 
their whole reserve with a Federal Bank had not 
then been adopted, and until 1917 any part of its 
reserve could be kept by a member bank in its own 
possession. If we allow, further, for gold which 
went into other than national banks or was used 
in circulation, also for about $187,000,000 ex- 
ported during the two-year period (mostly to 
South America, the West Indies, and Japan), 
the distribution of the gold,imports of 1915 and 
1916 will be plain enough. 

It evidently opened facilities for such expansion 
of American credit and American currency as had 
never been witnessed in our history. The $150,- 
000,000 gold which went into vaults of national 
banks would of itself, under the provisions of the 
Federal Reserve Law, support ten or twelve times 
as great an amount of loans as were outstanding 
at those institutions. But the Federal Reserve’s 
own position was far more remarkable. When 
the rapid expansion of American trade occurred 


t Annual report Comptroller of the Currency for 1916, Vol. IT, 
p. 206. 
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in the summer and autumn months of I915, there 
was naturally an equivalent expansion of credit 
and circulating medium at the Federal Reserve. 
Nevertheless, so rapid was the accumulation of 
new reserves as a result of the season’s gold im- 
ports, that at the end of 1915 the Reserve Banks 
held $145,000,000 more gold than the percentage 
required against their increased note and deposit 
liabilities. 

At the end of 1916, although by that time the 
Reserve system’s outstanding notes and deposits 
were greater by $558,000,000 than at the beginning 
of 1915, its gold reserve was $415,900,000 larger 
than the law’s percentages required. In other 
words, the increase in the system’s credit opera- 
tions and fiduciary currency had not been half as 
great as the increased gold reserve would legally 
have permitted. The loans of the country’s na- 
tional banks, which were largely supported by 
reserve credits in the Federal banks, had actually 
risen $2,000,000,000 in the two-year period, but 
an increase three or four times as great was at 
least conceivable and legally permissible. 

It might be contended, then, that all the ele. 
ments making for inflation in American trade and 
prices were at work. We have seen already that 
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spectacular expansion of trade activity ensued; 
that the amount of business done, measured by 
bank checks exchanged at the clearing-houses, 
had run far beyond all precedent. Prices of com- 
modities had risen also. The average of such 
prices hardly changed in the first half of 1915, 
before the British war orders were placed on the 
new scale of magnitude. The ‘‘index number’”’ of 
the United States Labor Department, based on 
100 as the average of 1913, worked out at 99 in 
January, 1915, and at 100 in September; but by 
the end of 1915 it had risen to 108, by the middle 
of 1916 to 124, and by the end of that year to 
146.% Here was an advance in the two-year 
period of nearly 50 per cent in prices, which might 
plausibly enough have been ascribed to the in- 
fluence of the mass of foreign gold poured into 
our currency and credit organism. ‘The economic 
aspects of the matter were not, however, quite so 
simple. 

Both the increase of the period in trade activ- 
ity and the rise in prices were direct results of 
the abnormally large purchases of our products 
by other countries. Those purchases were a purely 


U.S. Department of Labor, Bulletin of Statistics No. 367, 
Feb., 1925; Wholesale Prices 1890-1923. 
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arbitrary result of the European war and, so far as 
concerned the European orders, were conducted 
practically regardless of cost; a process which 
necessarily tended to force up American prices 
irrespective of the currency conditions. If Europe 
had not been able to send us gold it is possible that 
high money rates in the United States, caused by 
the conducting of an immensely increased trade on 
insufficient banking reserves, might have arrested 
the rise of prices. But that is one of those puz- 
zling economic episodes in which cause and effect 
are so inextricably mixed that a plain inference is 
noteasily drawn. All that we can say with absolute 
certainty is that the immensely increased activity 
of trade in the United States during 1915 and 1916 
required an equivalent expansion of American bank 
credit, and that for this legitimate expansion the 
gold importations provided the necessary base. 
But it was distinctly a result of the huge gold 
importation that a spectacular trade revival 
should have been financed without a ripple of 
disturbance on the American money market. 
The Reserve banks began by fixing their own 
official discount rates at 514 to 614 per cent, but 
reduced them as low as 414 within a month and 
to 4 per cent later on; the last-named rate being 
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maintained with little change during 1915 and 
1916.* At the end of 1916, our own official ‘‘bank 
rate’’ was the lowest of any country in the world.? 
Of rates on the open money market, measured by 
the charge for discount of good commercial paper, 
the Reserve Board officially declared that in 1915 
they had “‘never approached so uniform a level.’’3 

In the two most notable earlier years of Amer- 
ican trade expansion, 1879 and 1898, the Wall Street 
rates for all kinds of loans had repeatedly, in re- 
sponse to the urgent demand for new credit, risen 
to 7 per cent or higher; ‘‘money stringency” was 
constantly reported by merchants. ‘But on the 
New York market of 1915, commercial paper rates 
never went above 414 per cent and frequently 
commanded only 3/4; time loans on Stock Ex- 
change security ranged between 214 and 3; de- 
mand loans in May commanded only I per cent 
and the year’s highest rate was 214. No rates as 
low as these had been quoted at any time during 
the twenty years before the war, except for a few 
weeks in 1914, 1909 and 1908. Never since 1894, 
when trade activity and use of credit were at the 


t Annual reports Federal Reserve Board for 1915, p. 27; for 


1916, p. 6. 
2 Jbid. for 1916, p. 6. 3 Ibid. for 1915, Pp. 5. 
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low ebb of the generation, had a full year’s average 
rate for money been as cheap asin 1915. Similar 
conditions continued to prevail during 1916, 
and even when call-money rates went momentarily 
to 15 per cent in a violent year-end stock market 
reaction, hereafter to be described, time loans and 
merchants’ paper never rose above 4)4 and the 
weekly surplus reserve of the New York Associated 
Banks ranged from $41,000,000 to $100,000,000. 
With credit thus abundant and with profits of 
trade and industry rising to exceptional heights, 
the Stock Exchange was bound to reflect the situa- 
tion. The advance which occurred after the 
tentative reopening of Stock Exchange business in 
November, 1914, I have already described. Prices 
grew more irregular during the first two months of 
1915; then, in March, an upward movement of 
unusual scope and rapidity began. One record 
of daily average prices of typical shares on the 
New York Stock Exchange shows that in Febru- 
ary, 1915, the year’s low level of 58.99 was reached, 
that the ensuing rise carried up the average to 
94.13 in October and that, after falling back to 
80.91 in April, 1916, it reached 101.51 in the fol- 
lowing November.’ Since 1906 a ‘‘million-share 


*N. Y. Times, daily Stock Market Averages, 1915 and 1916. 
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day” on the New York Stock Exchange had been 
an abnormally large business; in the early months 
of 1914, the daily sales had averaged barely 
300,000 shares. In the autumn of 1915, they 
ran repeatedly above a million shares; in the 
two final months of 1916 came a long succes- 
sion of days in which upward of two million 
shares changed hands, for the first time in ten 
years. 

The course of Stock Exchange prices was natur- 
ally governed primarily by the immense and in- 
creasing prosperity of American industry; in 
particular cases, shares ofvindustrial companies 
handling war orders scored such advances as the 
rise of Baldwin Locomotive stock from 40 to 15414 
during 1915 and of Bethlehem Steel from 4614 
in January, 1915, to 700 in November, 1916. 
But, although the general upward trend of prices 
was continuous, the movement of investment 
shares was influenced also by the course of the 
European war, and in a singularly confusing way. 
The sympathy of the American community, taken 
as a whole, was strongly on the side of the Entente 
Allies; the first tendency, therefore, was for the 
stock market to advance on news of Allied successes 
and to decline on news of German victories. It 
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soon became evident, however, that the matter 
was not so simple as this would seem to in- 
dicate. 

On the one hand there was the question, very 
insistent from the start, whether the United States 
would not ultimately be drawn into the war, with 
all of the possible economic consequences to itself. 
When the Cunard liner Lusitania was sunk by a 
German submarine on May 7, 1915, with 188 
American citizens on its passenger list, of whom 
114 were lost, intervention by our government 
seemed for a time inevitable. The already con- 
siderable number of Americans who had insisted, 
ever since the German invasion of Belgium, that 
our place was in the war on the side of France 
and England, found themselves heavily reinforced 
by previously hesitant citizens, and for a week it 
was believed to be possible that the Lusitania 
episode would necessitate breaking off of diplomatic 
relations with Germany. That particular crisis 
was averted, notwithstanding the highly unsatis- 
factory reply of the government at Berlin to our 
State Department’s demand that responsibility 
for the attack on the Lusitania be disavowed. 
But in the meantime an almost panicky break on 
the Stock Exchange carried down prices of numer- 
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ous industrial company shares 20 or 30 per 
cent. ) 

Since Germany’s submarine attacks on mer- 
chant ships with American passengers on board 
were not relinquished, shocks of that kind recurred 
at intervals, nor was that the only disturbing in- 
fluence. Financial confidence was on _ several 
occasions shaken by another and curiously con- 
trasting influence; arising, it might be said, not 
from fear of war but from fear of peace. It had 
grown evident, early in 1915, that the war would 
not soon be ended by the decisive military victory 
of either side. But.in 1916 there came to public 
knowledge, first, the suggestion in neutral Europe 
of possible mediation in behalf of peace and next, 
in March and again in October, rumors that the 
German government itself was about to request 
the United States to mediate. Under ordinary 
circumstances, the prospect of terminating so 
destructive a conflict would have been received 
with relief and hopefulness in financial markets. 
All Stock Exchanges had made precisely that re- 
sponse to rumors of peace negotiations in the 
Russo-Japanese war of 1904, the Boer War of 
1899, the American Civil War and the wars of 
Napoleon, a century ago. But the position of 
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the United States in 1915 and 1916 was unlike that 
of any country, neutral or belligerent, in those 
older conflicts. 

Over against the return to normal economic 
conditions which peace would indicate stood the 
unmistakable fact that the immense governmental 
requisitions on our produce and manufactures 
would cease with termination of the war, leaving 
the greatly expanded plant, the very high values of 
commodities and of industrial company shares, to 
confront the process which afterward came to be 
popularly described as “‘deflation.”” The markets 
knew that every great war of the century past 
had been followed by a period of sweeping economic 
reaction; partly a consequence of the prodigious 
waste of capital, no longer disguised by wholesale 
use of credit raised through war loans, but also 
resulting largely from the totally altered position 
of producers of grain and war materials when 
orders from the fighting governments were sud- 
denly canceled. The stock market’s action in 
1916 showed which aspect of a sudden peace was 
weightier in the financial mind. 

On one day of unfounded ‘‘peace negotia- 
tion rumors” during March, declines of 2 to 7 
points occurred on the Stock Exchange. In 
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October, similar and better-substantiated rumors 
of a German request for mediation were followed 
by a break of Io to20 percent. Finally in Decem- 
ber, when Germany actually appealed to the 
neutral powers and when it became known that 
President Wilson had asked the several belligerent 
governments to state their purposes, so that 
““some common ground”’ might be discovered on 
which to ‘“‘get together and arrange the settle- 
ment,’* something like panic occurred in the 
speculative markets—not only on the Stock Ex- 
change, where the decline in prices was the most 
violent of the whole war period, but in the grain 
market also, where wheat fell 28 cents a bushel 
in four days. Yet such was the prevalent spirit 
of the day, that most of these downward reactions 
in the speculative markets appeared in retrospect 
only as incidents in a continuous upward sweep 
of trade prosperity, industrial earnings and invest- 
ment values. 

The Stock Exchange commotion in response to 
the recurrent ‘‘peace rumors’ of 1916 was recalled 
with peculiar interest four years later, when all 


«U.S. State Department’s identical note of December 18, 1916, 
to Great Britain, France, Italy, Japan, Russia, Belgium, Mon- 
tenegro, Portugal, Rumania and Servia; also to Germany, 
Austria-Hungary, Turkey and Bulgaria. 
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American markets were actually under the influ- 
ence of the post-war industrial readjustment. Dur- 
ing the earlier war years, however, it was quickly . 
forgotten, being completely superseded by the 
evidence of uninterrupted and seemingly limitless 
prosperity. Gold pouring into the country was 
traditional proof of it; labor was fully employed at 
rising wages; the agricultural West and South 
were earning almost unprecedented profits. It 
was only momentarily that the resultant enthu- 
siasm would be chilled by warnings of how the 
windfall of good times might perhaps disappear in 
a twinkling if the war were suddenly to end or 
the United States itself to be dragged into it. 
From this attitude there arose in a very great 
body of the American people a feeling, not of 
angry impatience with the war itself (as in 1914), 
but of gratification that we were not entangled in 
the conflict and had prospered because of our 
neutrality. That was the time when, rightly or 
wrongly, the indifference of the Western communi- 
ties to the larger issues of the war became prover- 
bial. 

Into that situation was projected the Presiden- 
tial election of 1916. Mr. Wilson’s renomination 
by his party was a matter of course; Justice 
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Charles E. Hughes left the United States Supreme 
Bench to accept the Republican party’s candidacy. 
The resultant electoral campaign was governed 
by a very unusual series of conflicting influences, 
which made its outcome doubtful up to the count- 
ing of the votes. Mr. Wilson had in his favor the 
advantage which national prosperity always con- 
fers on the party in power. Because of that 
prosperity and because of the apparent indifference 
of the Middle West to the issues of the war, he also 
benefited by the widespread spirit of satisfaction 
that the United States had been kept out of the 
conflict. He had against him, on the other hand, 
the reputed hostility of large masses of German- 
American voters who, the politicians thought, re- 
sented what they chose to consider the discrimina- 
tion of the State Department against Germany 
and in favor of England. 

By way of contrast he had incurred the oppo- 
sition of Eastern men of influence, who believed 
that the Administration had favored Germany 
by not taking issue peremptorily with its govern- 
ment after the Lusitania was sunk. This very 
diversity, however, in the influences making for 
or against Mr. Wilson’s re-election rendered it 
difficult for his opponent to frame a consistent 
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campaign program. Had Mr. Hughes denounced 
the administration’s policy towards Germany as 
too lenient, he would have risked antagonizing the 
contented West and the German-American vote. 
Had he denounded it as too harsh, he would have 
antagonized the East. For the same reason 
prudence forbade his declaring, even conditionally, 
either for or against declaration of war on Germany 
by the United States. His personal campaign, 
therefore, inevitably became colorless, culminating 
in an effort to revive the protective tariff issue— 
an effort which was so strangely out of touch with 
the foreign-trade situation of the moment as to 
excite only wondering surprise. 

What it would have meant in the German- 
American relations of the next five months if Mr. 
Wilson had been defeated and Mr. Hughes 
elected, it is not altogether easy to imagine. We 
know now, as the voters could not have known 
in November, 1916, that Germany was even then 
preparing the policy of submarine ruthlessness 
which was to make the entry of America into the 
war inevitable. Whether recourse to that policy 
by Germany would have been deferred if Mr. 
Wilson had been defeated, and with what results, 
it is impossible to say. But in any case a virtual 
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interregnum of four months between November 7, 
1916, when the victory of the opposition party 
would have been announced, and March 4, 1917, 
when the new administration would have taken 
office, must necessarily have created a difficult 
situation, a legislative and perhaps a diplomatic 
deadlock. 

That was not destined to happen. The vote by 
states was astonishingly close; even the morning 
newspapers of Wednesday, November 8, mostly 
conceded the victory to Mr. Hughes, and only the 
full count of a very close vote in California, not 
completed until three days after the election, made 
Mr. Wilson’s victory certain. His majority in the 
Electoral College was only 23, whereas in 1912 his 
plurality had been 347 over Roosevelt and 339 
over Roosevelt and Taft combined. But this vote 
by states did not fairly measure the poll of the 
people. Wilson’s popular vote in the whole United 
States in 1916 was greater by 2,836,250 than in 
1912, anincrease of more than one-third. In 1912 
he had polled less votes by 1,311,444 than were cast 
for the two Republicans combined; in 1916 he ran 
581,941 ahead of the single Republican candidate. 
The choice of the people was expressed with suf- 


ficient emphasis. 
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Events thereafter moved with great rapidity. 
I have already spoken of Germany’s overture for 
peace on December 12, 1916, and of Mr. Wilson’s: 
application on December 18 to the various belliger- 
ents for a statement of their ultimate purpose in 
the war, with a view to possible terms of peace. 
On December 30 the Entente Powers jointly 
and unanimously answered President Wilson, re- 
jecting Germany’s suggestion of a compromise 
peace and stating terms which, two weeks later, 
the German government tacitly rejected, while at 
the same time refusing to state its own terms of 
peace. At last, on January 31, the German 
Foreign Office notified the United States that 
Germany would adopt the submarine policy of 
‘‘forcibly preventing, after February I, 1917, ina 
zone around Great Britain, France, Italy and in 
the Eastern Mediterranean, all navigation, that 
of neutrals included,’ and that ‘‘all ships met 
within the zone will be sunk.” With singular 
misconception of the American attitude and the 
American temperament, the German government 
added that, by way of special favor to the United 
States, one weekly steamer from America to 
England would be allowed and one from England 
to America, provided the course and port pre- 
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scribed by Germany were adopted, a flag specially 
designated by Germany carried at each masthead, 
and the ship itself marked in vertical stripes of 
red and white. 

To this particularly insolent declaration, the 
response of the United States government was 
prompt and unmistakable. Nearly a year before, 
in April, 1916, our State Department had warned 
Germany that if its government intended ‘‘to 
prosecute relentless and indiscriminate warfare 
against vessels of commerce by the use of subma- 


? 


rines,’’ regardless of “‘international law and the 
universally recognized dictates of humanity,” then 
the United States government could have ‘ 
choice but to sever diplomatic relations with the 
German Empire altogether.’’ The German govern- 
ment had thereupon pledged itself that merchant 
ships ‘‘shall not be sunk without warning” and 
that the government would ‘“‘do its utmost” 
to confine war operations ‘‘to the fighting forces 
of the belligerents.”” The Berlin declaration of 
January 31, 1917, was therefore necessarily fol- 
lowed on February 3 by the formal breaking-off of 
relations with Germany and the handling of his 
passports to Count Bernstorff. 

This was not war, but with Germany in her 


‘no 
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mood of desperation, it pointed to war as inevit- 
able. Public utterances of the day and data 
published since the peace have shown that Ger- 
many’s policy of submarine ‘‘ruthlessness,” al- 
though strongly opposed in many important 
German quarters, was adopted chiefly because of 
the prevalent conviction that England would be 
starved into surrender before any possible assist- 
ance from America could be available, but partly 
also because of widespread official skepticism as to 
any serious military consequences from America’s 
entry into the war.’ The program of submarine 
ruthlessness was not even momentarily suspended 
because of the attitude of Washington. American 
as well as other ships were sunk and then, by way 
of hastening the inevitable decision, it was dis- 
covered that on January 19, before either the 
publication of Germany’s submarine note or the 
severance of diplomatic relations, the Government 
at Berlin had instructed its Minister at Mexico to 
propose a German alliance with that government, 
whereby the United States in case of war should 
be attacked and Mexico should ‘‘reconquer the 
lost territory in New Mexico, Texas and Arizona.” 


* Chancellor Michaelis, Speech to German Reichstag, July 19, 
1917; Admiral Von Tirpitz, My Memoirs, chapter xix. 
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This fantastic performance, which also con- 
templated Japan as deserting her European allies 
to join in attacking the United States and which 
the German Foreign Office publicly acknowledged 
and defended, caused only amazement or ridicule 
in diplomatic circles, but its effect upon public 
sentiment in our own non-belligerent West was 
precisely what any one but the authors of the 
overture to Mexico would have anticipated. On 
April 2, 1917, when the President made his war 
speech to Congress, it was evident that he had 
the whole country behind him. By vote of 82 to 6 
in the Senate and of 373 to 50 in the House, it was 
at once declared that war already existed by the 
act of Germany. 


CHAPTER IV 


THE UNITED STATES ENTERS THE WAR 


A eae President’s message to Congress on April 

2 had outlined the war program of the 
United States. Our participation in the war, he 
declared, would mean the ‘‘organization and mo- 
bilization of all the material resources of the 
country, to supply the materials of war and serve 
the incidental needs of the nation in the most 
abundant and yet the most economic and efficient 
way possible.’”’ It would render necessary not 
only ‘‘the utmost practicable co-operation in coun- 
sel and action with the governments now at war 
with Germany,” but ‘‘the extension to those gov- 
ernments of the most liberal financial credits, in 
order that our resources may, so far as possible, be 
added to theirs.” In addition to the full equip- 
ment of the navy, the President asked for ‘‘imme- 
diate addition to the armed forces of the United 


States . . . of at least 500,000 men”’ and ‘‘au- 
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thorization of subsequent additional increments of 
equal force as soon as they may be needed.” 

These statements of the government’s purposes 
were necessarily framed in general terms. It is 
not easy to say exactly what interpretation the 
American public placed upon them when it heard 
them first, or what practical sequel it expected. 
Mr. Wilson’s declaration was greeted with nation- 
wide enthusiasm, also and very generally with 
relief; for a not wholly unreasonable doubt had 
existed as to whether an administration which 
so long and under so great provocation had avoided 
committing the United States to war would con- 
duct the war, when once committed to it, with 
unrelenting energy. The curious precedent of 
1812, when our country went to war with the 
particular European belligerent against whom 
it had a grievance but otherwise took no part in 
the European conflict, was familiar to every 
American from his school-days. Probably few 
people imagined repetition of such a policy in 
1917; indeed, it was impracticable, from both the 
political and the military viewpoint. But the 
public mind had certainly not grasped beforehand 
the full scope of the undertaking in which the 
country had now engaged. 
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The task before the navy was abundantly recog- 
nized, but there was little expectation of an Ameri- 
can expeditionary force on the European battle- 
front, unless for the presence of a division or two 
from our small but already mobilized regular 
army.' Ex-President Roosevelt’s declaration of 
his plan to raise two volunteer divisions for service 
in France, followed by his announcement, six weeks 
after the war message, that 285,000 men had been 
enrolled for that service,? was based apparently on 
belief that the sending of a new American army 
for active service in Europe was not anticipated. 
Even in its Army Bill of May, Congress inserted a 
paragraph authorizing the President “‘to raise and 
maintain by voluntary enlistment” such an in- 
dependent force up to four infantry divisions and, 
although the President disapproved the plan, its 
proposal in an act of Congress reflected Washing- 
ton’s doubts regarding the larger probabilities. 

Appropriations for public expenditure had been 
substantially increased in the Congressional ses- 
sion which ended just before the United States 


*Clarkson, Industrial America in the World War, p. 35. 
Financial Chronicle, April 14, 1917, p. 1443; April 21, p. 1534; 
May 26, p. 2050. 
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entered the war and those appropriations were 
believed, in the words of a member of the Senate 
Finance Committee, to be ‘‘of such magnitude 
that they would take care of all the expenditures 
incident to any war in which we might engage.’’! 
At the start, the majority of the people probably 
imagined that, if our government were to make 
loans to the Entente Allies while reserving all 
private capital for its own borrowings, such ad- 
vances would at most involve no greater outlay 
in a year than what had been borrowed by those 
governments in our general investment market 
of 1916—about $850,000,000: In regard to the 
“organization and mobilization” of the country’s 
material resources, the public at large had in 
April only vague ideas of what was to be expected; 
the government itself was certainly far from fore- 
seeing the actual scope of control which was des- 
tined to be applied to American productive in- 
dustry. The most that the majority of the 
American people probably pictured in April, 1917, 
from the President’s reference to ‘‘organization 
and mobilization of all the country’s material 
resources,’’ was such co-operation of our industrial 


t Senate speech, Reed Smoot, July 24, 1917. 
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leaders with the government as had been system- 
matically achieved in August, 1914; supplemented 
in 1917 by the fixing of maximum prices for such © 
essential commodities as steel or wheat, with a 
view to preventing extravagant rise in values 
through purely speculative operations. 

All such ideas of restricted participation in the 
war were promptly and decisively dispelled. 
Nothing is more remarkable in the entire episode 
than the largeness of vision with which the gov- 
ernment outlined its general plan and stated its 
financial requirements at the very outset. In the 
nature of the case, the complete program for 
what afterward became the Expeditionary Force 
could not have been set forth at once on our declar- 
ation of war. Questions of preliminary training of 
recruits, of shipping capacity for transportation, of 
protection from submarines, had to be settled first 
with the British and French Commissions, which 
did not arrive in this country until near the end 
of April; yet two weeks before their arrival a 
finance program had been presented by the Admin- 
istration and enacted by Congress, fully adapted 
to the requirements which subsequently developed. 

Secret estimates submitted in March by the 
various branches of the service, as to the cost of 
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establishing an army of a million men, named 
$1,250,000,000;' but the estimates were not made 
with confidence and the Secretary of the Treasury 
asked Congress, three days after declaration of 
hostilities, to provide nearly three times that 
amount.* Largely on the basis of thorough exami- 
nation of the question with the statesmen sent 
by our European allies to confer with the govern- 
ment at Washington, the Treasury also applied to 
Congress for $3,000,000,000 ‘‘to supply credit 
to the governments making common cause with 
us,’3 and by April 17 a law to that effect had 
passed both houses of Congress. Those credits, 
based on equivalent internal borrowings by the 
United States, were destined during the subsequent 
nineteen months of war to reach the prodigious sum 
of $8,171,976,000, which was actually six or seven 
times as large as the country’s entire interest-bear- 
ing public debt outstanding in April, 1917. 
Congress was asked at once to authorize an army 
of a million men, based on the principle of universal 
liability to service and recruited through a selective 
draft; such a law, providing for the immediate 


t Clarkson, p. 33. 
2 Secretary McAdoo, statement to Congress, April 5, 1917. 
3 Secretary McAdoo, statement of April 9, 1917. 
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equipment of 500,000 men, with 500,000 more at 
such times as the president should determine, was 
enacted on May 18. On the same day a full 
division of the regular army and a regiment of 
marines were ordered to Europe under General 
Pershing. By November, large bodies of the new 
recruits were arriving in Europe and being dis- 
tributed to the training camps;? by the middle of 
1918, not only were our expeditionary troops en- 
gaged in important military operations, but the 
Secretary of War was able to report that 1,019,115 
American soldiers had been despatched to France. ? 
The number had reached 2,086,000 when the war 
ended, with 1,671,624 more training in America.3 

Considering what had been the previous views 
in a great part of the country regarding our par- 
ticipation in the war, it might have been imagined 
that these prodigious and immediate requisitions 
would have met with criticism in Congress, if not 
with outright opposition. The draft, it is true, 
encountered spirited resistance, yet the law or- 
daining it was passed by a vote of 65 to 8 in the 
Senate and of 199 to178in the House. While de- 


* War Department, Annual Report for 1917, p. 51; for 1918, p. 7. 
2 Secretary Baker, letter to President Wilson, July 1, 1918. 
3 War Department, Annual Report for 1919, p. 4. 
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bating the $3,000,000,000 appropriation for loans 
to our European Allies—in many respects the 
most startling and portentous innovation of all the 
government’s proposals—the contention was occa- 
sionally made that Congress had no constitutional 
authority for such action.‘ But the prevalent 
attitude was altogether favorable to the grant. 

The leader of the House Opposition declared his 
conviction that ‘“when we take the responsibility 
of engaging in war, we ought not to expect that it 
will be a mere paper war or a mere academic dis- 
cussion,’’ and expressed the belief that the amount 
appropriated ‘‘will be more than doubled in a 
year.”? Another Opposition legislator, who un- 
reservedly approved the naming of so great a sum, 
merely described it as ‘‘a most magnanimous 
proposal.’’3 Still others rested their decision 
wholly on the ground that ‘‘the Administration, 
which is in possession of all the facts, thinks that 
this is a proper amount,’’4 or that “‘we must trust 
the President; it is the only way now.’’s The 
magnitude of the loans suggested to the mind of 

1W. H. Stafford, H. R. speech, Apr. 13, 1917. 

2J. R. Mann, H. R. speech, Apr. 13. 

3J. W. Fordney, H. R. speech, Apr. 13. 


4 Claude Kitchin, H. R. speech, Apr. 13. 
5 J. H. Moore, H. R. speech, Apr. 13. 
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the legislators, not that we might be exhausting 
our own resources but that this use of them 
‘‘brings to our nation definitely and finally the 
control of the finances of the world.’’* One 
senator of long public service expressed dislike at 
making our government a creditor of foreign gov- 
ernments, and warned the Senate that such action 
would create for the longer future “‘an embarrass- 
ment from which the men of those times will find it 
difficult to escape’’—a highly interesting prophecy. ? 

But even he coupled his objection with the 
statement that he was “‘perfectly willing to give 
any of the Allied nations the money which they 
need to carry on our war,’’ and voted for the bill. 
Even Senator La Follette, after denouncing the 
plan and suggesting the alternative that the 
United States give England the money in exchange 
for her North American possessions,? waived his 
objections because he did not wish ‘‘to hamper our 
own effort,’’ and cast his vote accordingly. The 
vote for the bill was in fact unanimous both in 
House and Senate. This attitude of the con- 
gressmen appeared fully and faithfully to reflect 


«W. P. Borland, H. R. speech, Apr. 13, 1917. 
2 A. B. Cummins, Senate speech, Apr. 17. 
3R. M. La Follette, Senate speech, Apr. 13. 
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the attitude of their constituents, once the pro- 
posals had been made. Contemporary newspaper 
discussion of the Administration’s program of 
loans to the foreign governments contained prac- 
tically no criticism or objection regarding its 
scope and magnitude. It was evident that the 
country was ready, in the President’s words, to 
pledge its entire resources to a successful issue of 
the war. 

The first question to which the government had 
to address itself was the raising of the financial 
resources to conduct the war. ‘This made it neces- 
sary to determine what the war would cost, and 
that in turn necessitated clearly foreseeing the 
scope of our military undertakings and of the needs 
of the foreign governments for credit. In the last 
preceding fiscal year, ending with June, 1916, the 
government’s actual ordinary expenditure had 
been $724,492,000, of which $319,664,000 was 
spent by war and navy departments. But the 
growing probability that the United States would 
be forced into war had already caused an increase. 
The original estimate for the fiscal year 1917, sub- 
mitted to Congress in December, 1916, had been 
$1,058,126,000;' in March, 1917, when the govern- 


1 Treasury Report 1916, pp. 44, 46. 
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ment had broken with Germany and when war 
was increasingly predicted, the appropriation car- 
ried, if the post-office item is deducted, $1,629,-: 
426,000.' It was recognized that, in the period 
of mobilization, expenses would not reach the sum 
which European nations were disbursing; never- 
theless, the estimates were already larger than any 
European belligerent had fixed for itself at the 
outset. They were rapidly increased by the 
Treasury. 

Its first ‘‘war budget,’’ submitted by the Secre- 
tary to Congress on April 5, 1917, placed the proba- 
ble expenditure up to the middle of 1918, for our 
war purposes alone, at $3,502,558,629, to which 
sum was added the $3,000,000,000 asked for ad- 
vances during the same period to the European 
governments at war with Germany.” This, added 
to the appropriations made in March, meant a 
total outlay for the year of $8,400,000,000. Three 
months afterward, and before Congress had com- 
pleted its war-revenue bill, the Treasury announced 
that, on the basis of actual expenditure in the 
intervening period, it had increased its estimate of 


t Speech of Senator Reed Smoot, July 24, 1917. 
Secretary McAdoo, statements to Congress, Apr. 5 and 9, 
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our necessary expenditure for the fiscal year end- 
ing with June, 1918, to $15,000,000,000.!_ When 
the Treasury’s annual report was submitted to 
Congress in December, the estimates were again 
revised. Whereas in April $8,400,000,000 had 
been fixed as our own necessary expenditure, it was 
now stated that total disbursements in the fiscal 
year ending June 30, 1918, exclusive of loans to 
foreign governments, would be $12,316,295,223, 
of which ‘‘it is estimated that $11,527,709,023 will 
be for war purposes.”’ ? Since the estimate of the 
fiscal year’s advances to foreign governments was 
at the same time raised to $6,115,000,000,* this 
meant that more than $18,000,000,000 total ex- 
penditure in the period was expected.4 The 
December estimate, however, turned out to be 
almost as much too high as the April estimate was 
too low; actual public expenditure during the 
fiscal year 1918 was $13,771,000,000 including, 
$4,739,000,000 advances made to foreign govern- 


ments. § 
It was recognized at the outset, then, that in 


«Statement of McAdoo to Senate Finance Committee, July 
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addition to the amount voted by Congress in the 
pre-war session, new resources ranging from seven 
thousand millions to twelve thousand millions 
would be required to meet the government’s ex- 
penditure in the first full year of war. For a 
substantial part of that huge sum, Congress had to 
make immediate provision. Legislation for in- 
creased taxes would necessarily require careful 
committee discussion and full Congressional de- 
bate and, when the law should have been passed, 
actual collection of the taxes would be possible 
only after much delay. But public expenditure 
had already increased portentously. Even in 
April, the government’s disbursements rose to 
$297,574,000 against $60,534,000 in April, 1916. 
During the three months ending with June, 
1917, they ran $1,657,000,000 beyond the disburse- 
ments of the corresponding period of the preceding 
year. Revenue collected in those months of 1916 
exceeded expenditure by $93,000,000 and in the 
same months of 1917 the revenue was twice as 
large; nevertheless, so great was public expenditure 
in the first three months of war that it exceeded 
the actual tax receipts by $1,268,000,000.' To 


‘Monthly statements of the Treasury. Financial Chronicle, 
May 26, 1917, p. 2090; July 7, p. 46; July 28, p. 363. 
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meet these imperative requirements, Congress 
acted quickly. . 

Its ‘‘war finance bill” of April, 1917, authorized, 
first, the sale of $2,000,000,000 interest-bearing 
notes, running not more than one year and de- 
signed merely to anticipate either subsequent 
revenue collections or a subsequent long-term bond 
issue; second, the sale of $5,000,000,000 long-term 
bonds. Inconformity with the practice of our gov- 
ernment, during and since the Civil War, it was 
stipulated in the law that these new obligations 
should be offered at not less than par. They 
were to carry an interest rate ‘‘not exceeding 3% 
per centum per annum,”’ and the ‘‘principal and 
interest thereof . . . shall be exempt, both as to 
principal and interest, from all taxation, except 
estate or inheritance taxes, imposed by authority 
of the United States or its possessions, or by 
any state or local taxing authority.” The terms 
compared with a 3% per cent bond sold at par in 
the British government’s first war financing of 
1914, anda 5 per cent bond at 97% in Germany’s 
initial offer. The proceeds of the American loan 
were to be used either ‘‘to meet expenditures au- 
thorized for the national security and defense”’ or, 
up to $3,000,000,000, ‘“‘to purchase at par from 
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foreign governments engaged in war with the 
enemies of the United States their obligations 
hereafter issued.”’ | 

That second proviso was the origin of the cele- 
brated ‘‘war debt of Europe to the United States 
government.”’ The statute of 1917 prescribed that 
the foreign obligations were to bear the same rate of 
interest as the United States bonds issued to pro- 
cure the money, and that “‘payments made by 
foreign governments on account of their said 
obligations’? were to be used in redemption or 
purchase ‘‘of any bonds of the United States 
issued under authority of this act.’’ The last 
stipulation was re-enacted in subsequent War Loan 
Acts; it hada special interest, then and after- 
ward, as giving conclusive evidence that our gov- 
ernment’s advances to the European govern- 
ments at war with Germany were in no respect 
regarded, like Great Britain’s loans to her Conti- 
nental Allies between 1793 and 1805, as ‘‘sub- 
sidies’’ which would presumably never be repaid, 
but as lawfully contracted debts. 

The Treasury used its new authority in the 
issue, for subscription by the banks, first of one- 
month notes or ‘“‘certificates of indebtedness”’ 
bearing 3 per cent interest, then of notes with 
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slightly longer maturity and a 3% per cent rate. 
These sales covered the immediate public deficit 
until, in June, 1917, $2,000,000,000 thirty-year 
bonds were offered with a 31% per cent interest 
rate and with the immunity from taxation which 
the law prescribed. The experiment was in- 
teresting in more than one respect; because, al- 
though the rediscount rates at the Federal Re- 
serve banks had been fixed at 3 or 3% per cent for 
short maturities, the open money market at New 
York was asking 434 to 514 per cent for mer- 
chants’ paper. It is true that even 2 per cent 
United States bonds of pre-war issues were selling 
on the Stock Exchange at 98. But those bonds 
were available as a basis for bank circulation under 
the old National Bank Act and the privilege of 
such issues had not been wholly withdrawn by 
the Federal Reserve law; whereas the war loan act 
of April, 1917, prescribed that the new 3% per 
cents ‘‘shall not bear the circulation privilege.”’ 

The immunity from virtually all federal, state 
and city taxation, which the War Loan authorized 
and the Treasury granted, was in line with the 
uniform practice of our government in its previous 
war loans. That practice had been defended by 
economists, sometimes on the ground that for the 


178 The War Period of American Finance {1917 


government to contract to pay a given rate of 
interest, and then indirectly to cut the rate by an 
income tax on holders, was theoretical violation 
of the understanding, but more often on the ground 
that the uncertainty created by the power to tax 
the interest would cause the investment market to 
demand a higher interest rate.t Nevertheless, the 
success of the first war loan of 1917, under circum- 
stances which I shall presently review, led to the 
dropping of the full immunity from federal taxa- 
tion in all subsequent war loans, thereby reversing, 
except as regarded state and city taxes, the long- 
term practice of the government. The market’s 
view of the bearing of that change on intrinsic 
values is illustrated by the prices at the end of the 
war, when the 3% per cents sold on the Stock 
Exchange at par but the 4% per cents, with only 
limited freedom from taxation, at 98. On Sep- 
tember 24, 1917, Congress passed a second war 
loan act, authorizing issue of $7,538,945,000 bonds 
in addition to those already sold, this loan to bear 
4 per cent interest, and in November a second 
loan of $3,800,000,000 was offered, in which 
immunity from the basic income tax was still 
allowed but not immunity from the graduated 
*H. C. Adams, ‘Public Debts”’; pp. 232, 233. 
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surtax or from war profits or excess profits taxes. 
In the following month of May, 1918, the Treasury 
offered a third public loan of $4,200,000,000, bear- 
ing interest of 414 per cent. 

Thus the government asked for no less than 
$10,000,000,000, in subscription to loans offered at 
less than the market price of money and with a 
net interest yield I to 2 per cent below that of out- 
standing high-grade company securities. The war 
loans no longer had the ‘‘circulation privilege’”’ 
which had floated most of the Civil War loans; 
even the old-time immunity from Federal taxes 
was curtailed. It was evident that our own pre- 
vious experience would throw little light on the 
probable success or probable financial consequences 
of a single public subscription for $2,000,000,000, 
followed within six months by another of $3,800,- 
000,000. The largest increase in the American 
public debt during any single twelvemonth had 
been $941,902,000, in 1865,' made up of sales 
spread over the whole period; the largest loan 
ever floated by our government in a single opera- 
tion was $200,000,000, in the Spanish War of 
1898. A considerable body of experienced finan- 
ciers held that it would not be prudent to begin 
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in 1917 with a single offering of more than $500,- 
000,000 or $1,000,000,000, and they so advised 
the Treasury.* 

Belligerent Europe had, however, tried between 
1914 and 1917 the experiment of war loans in 
wholly unprecedented amounts, and the results 
had made new financial history. The largest 
single loan of the British government placed before 
1914 was the £60,000,000 Boer War loan of 1901, 
and that was partly placed abroad; the total pre- 
war British public debt was £651,000,000. Yet 
individual British borrowings of the existing war 
had ranged in amount from £350,000,000 in the 
first loan of November, 1914, to £947,000,000 in 
the third loan of January, 1917, and all of them 
had been quickly and sometimes heavily over- 
subscribed. The same result accompanied the 
French 5 per cent loan of November, 1917, 
which produced 15,130,000,000 francs, and the 
six German 5 per cent war loans placed up to the 
time the United States declared war, subscrip- 
tions to which ran from four billion to thirteen 
billion marks. 

These extraordinary achievements in the Euro- 


t Treasury Report 1917, p: 6. Harding, ‘“‘Formative Period 
of the Federal Reserve System,” p. 89. 
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pean investment market were ascribed by every 
one, in 1917, to the discovery by the borrowing 
governments that wholly unsuspected sums could 
be obtained through direct and urgent appeal to 
small as well as large investors. That plan had 
been pursued by the United States in the Civil 
War, when Jay Cooke, in the words of the Treas- 
ury report of that day, ‘“‘distributed through- 
out the whole country and among all classes of 
our countrymen, . . . chiefly through the inde- 
fatigable efforts of the general agent and his 
sub-agents, bonds to the amount of nearly $400,- 
000,000 in denominations of $50, $100, $500 and 
$1,000.”% The experiment of individual solici- 
tation through an army of canvassers had not, 
however, been repeated in subsequent years and, 
since the loans of the European War had to be 
offered and subscribed immediately, there was 
evidently necessitated a canvass for individual 
subscriptions far more intensive than Jay Cooke’s, 
which was indefinitely continuous. England’s 
first war loan of 1914 made no special appeal to 
the small investor,? but Germany began at once 
with an organized nation-wide campaign. Mass 


t Treasury Report 1863, p. 14. 
2 London Economist, June 12, 1915, pp. 1201, 1202. 
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meetings were addressed by eminent public men; 
committees of citizens were organized for the can- 
vass; newspaper and bill-board advertising, even. 
parades and public demonstrations, were invoked. 

Names of large subscribers were ostentatiously 
published in German newspapers; the loan of 1916 
was floated through a ‘“‘drive” in which per- 
sonal solicitation of every citizen was attempted, 
with advertisements whereby the public’s eye 
was confronted at every turn with assurances 
to the effect that ‘‘the new loan stands under the 
sign of Hindenburg.”’ The upshot was that 
individual subscriptions even to the first German 
war loan of September, 1914, numbered 1,150,000, 
of which 200,000 applied for 100 to 200 marks 
apiece and 700,000 for 200 to 2,000,? and that to 
the second war loan there were 2,691,060 sub- 
scribers. The British Treasury spoke contempt- 
uously of ‘“‘the expedients to which Germany 
has had to resort” and the German Treasury 
itself retorted, with reference to some expedients 
used in the later British loans, that ‘‘to employ 
the methods of the circus for the serious business 


* London Economist, Sept. 16, 1916, p. 488. 

2 Speech of President Havenstein of the Reichsbank, Sept. 29, 
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of war is offensive to German taste." But the 
urgency of the public need was sufficient to sweep 
aside all objection based on traditions of govern- 
mental dignity, to a program that produced such 
results, and the success of the German war loans 
led to the prompt and general adoption of these 
methods by all other Treasuries. 

They were instantly utilized when the United 
States government, in May, 1917, offered its first 
war loan. As might have been expected from the 
American temperament and the American habits 
of company promotion, they were applied with 
even more spectacular emphasis than in Europe. 
The Treasury announced its decision ‘‘to call this 
issue ‘the first Liberty loan’’’ because the pro- 
ceeds ‘‘were to be used for the purpose of waging 
war against autocracy,’’? and as ‘“‘Liberty loans” 
our war-time obligations are classified at the pres- 
ent day. Each of the twelve Federal Reserve 
Banks created ‘‘Liberty loan committees” in 
every city of its district; the work of solicitation 
was then distributed to sub-committees, which 
enlisted the personal co-operation of bankers, 


1 Finance Minister Helfferich, speech in German Reichstag, 
Aug. 20, 1915. Frankfurter Zeitung, Aug. 21. 
2 Treasury Report 1917, p. 5. 


184 The War Period of American Finance [1918 


business men, bond houses, newspapers, press 
associations, even of fraternal organizations and 
the Boy and Girl Scouts. The Secretary of the 
Treasury personally visited twenty or more cit- 
ies during the period allotted for subscriptions, 
making speeches for the loan in each.* In the 
campaign for the Fourth War loan of 1918, 
twenty-four railway trains traveled over the 
country with exhibits of captured war material, 
ordnance and ammunition, accompanied by vet- 
eran soldiers and sailors.? The designing, distrib- 
uting, displaying of ‘‘Liberty loan posters’ be- 
came in its way a new art and industry of the 
day. . 

It was in the unremitting personal appeal to 
large audiences, however, that the movement sur- 
passed every previous demonstration of the kind. 
All-day ‘‘Liberty loan rallies” in public squares, 
where crowds of citizens were addressed by a 
series of well-known speakers, became a familiar 
incident of each successive canvass. An equally 
familiar incident was the calling for subscriptions 
from theatre audiences between the acts, after 
an impassioned appeal by a well-known actor or 


t Treasury Report, 1917, p. 6. 
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actress, a wounded soldier, or a Red Cross nurse. 
In the closing week of the Fourth ‘‘Liberty loan 
drive” of October, 1918, $4,800,000 was raised 
from a single audience at Carnegie Hall when 
Caruso, McCormack and Galli-Curci had sung 
under the auspices of the Liberty Loan com- 
mittee. At an open-air meeting in Times Square, 
New York, on the last day of the drive, $3,000,000 
was subscribed after speeches by the Governor 
and Mayor. During that same week, whole pages 
of advertising space were bought up in the city 
newspapers and used for signed appeals from the 
various trades and professions; one of them con- 
taining an address to the people by the best- 
known moving-picture stars. The Treasury it- 
self reported that, in the ‘‘ Victory loan campaign”’ 
of May, 1919, speeches were made by 5,000 well- 
known men and women and ‘‘Liberty loan ser- 
mons” delivered by 100,000 clergymen.’ In 
each of the three last loan campaigns, President 
Wilson proclaimed a special “‘Liberty Day’”’ at 
the climax of the ‘‘drive,”’ and it was generally 
observed as a holiday devoted to the final effort.? 

In the longer retrospect, some of these expedi- 
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ents seem curiously emotional, but of their prac- 
tical effectiveness no doubt was ever entertained. 
The result was such as could not have been 
imagined in pre-war days. When the later war 
loans were offered, the plan was introduced of 
fixing the ‘‘quota”’ or share in the subscription 
expected from each state and Federal Reserve 
district, based on its estimated wealth and sub- 
scribing power, and rivalry as to which should 
most largely exceed its quota became a matter of 
high popular interest. In the third Liberty Loan 
campaign of April and May, 1918, every state 
exceeded its quota allotment, the excess ranging 
from 14 to 196 per cent and the oversubscription 
from $2,148,000 in Nevada to $165,638,000 in 
New York.* Even the first war loan of 1917, 
which the Treasury had fixed at $2,000,000,000, 
elicited applications for $3,035,226,850 in four 
million separate subscriptions.? The second loan 
asked for $3,000,000,000, and $4,617,532,300 was 
applied for by 9,400,000 subscribers. For the 
third loan, in May, 1918, the offering was $3,000,- 
000,000 and the applications $4,158,599,100.4 


* Treasury Report 1918, p. 8. 
2 Treasury Report 1917, p. 6. 
3 Treasury Report 1917, pp. Io and 11. 
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For the fourth loan of October, 1918, the Treasury 
announced a $6,000,000,000 issue and $6,992,- 
927,100 was taken;' the number of individual 
subscriptions to the third loan being 18,376,815 
and to the fourth loan 22,777,680.? 

Including the $4,500,000,000 ‘‘Victory loan” 
of April, 1919, which was floated five months 
after the armistice and oversubscribed by $749,- 
000,000,3 and excluding short-time certificates of 
indebtedness put out in anticipation of loans or 
taxes, the five war-time bond issues of the United 
States aggregated $21,326,777,000.4 The total 
public debt, which had stood at $1,282,000,000 on 
April 5, 1917,5 reached its maximum of $26,596,- 
000,000 on August 31, 1919.° This increase of 
$25,314,000,000 in two years and four months 
compares with an increase of Great Britain’s pub- 
lic debt, in the four years and eight months 
between August 1, 1914, and March 31, I9g19, 
amounting to £6,871,700,000,7 or $33,400,000,000 
with sterling reckoned at par value. The war- 
time addition to our own public debt averaged 


t Treasury Report 1919, p. 31. 2 Ibid, 
3 Thid., Pp. 52. 
4 Ibid., p. 30. 5 [bid., p. 31. 


6 Treasury Report 1920, p. 23. 
7 London Economist, April 5, 1919, p. 555. 
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$11,000,000,000 per annum, against Great Brit- 
ain’s average annual increase of $8,000,000,000. 
Such an achievement raises the double inquiry, 
how it was possible for the community to obtain 
the prodigious sums of capital involved in the 
subscription, and how the drawing of that capital 
out of the general fund affected the country’s eco- 
nomic condition. It was quite true that Europe’s 
economic resources did not appear to have been 
paralyzed or exhausted by the unprecedented 
subscriptions to the war loans of 1915 and 1916; 
it was also true that the wealth which had accrued 
to America in its period of neutrality should have 
created exceptionally abundant sources for obtain- 
ing capital. But it was equally evident that our 
own country’s industrial expansion in every con- 
ceivable direction, contrasting with Europe's 
relinquishment of all activities for other than war 
purposes, had made necessary proportionately 
larger requisitions on both credit and capital. 
The familiar explanation for the obtaining of the 
subscription money was that the nation-wide 
campaign had gained access to surplus earnings 
and accumulated savings of a population of 
100,000,000, by far the greater number of whom 
had never invested in a government bond before. 
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Undoubtedly this was the main key to what might 
otherwise have appeared an economic mystery. 
There were other although less plainly visible 
explanations, however; of which one, and not the 
least important, was subscription by powerful 
incorporated companies from their surplus funds. 
The United States Steel Corporation, for instance, 
took $127,950,000 of the four Liberty loans,’ and 
the total of company subscriptions ran to many 
times that amount. One interesting result of that 
process was the subsequent payment of dividends 
to shareholders by numerous companies in the shape 
of Liberty bonds.* As early as February, 1918, 
the Treasury requested all banks and trust com- 
panies to reserve out of their gross resources 
about I per cent to lend against short-term 
United States loans, ? and the institutions not only 
complied very generally with that request, but 
became immensely large purchasers of long-term 
bonds. In 1916 the national banks of the United 


rU. S. Steel Corporation, Annual Report for 1918, p. 34. 

2 American Woolen Co., Annual reports for 1918 and 1919; 
extra dividend announcements, 1918 and 1919, of American 
Hide & Leather Co., American Shipbuilding Co., American Steel 
Foundries Co., Mexican Petroleum Co., Pan-American Petroleum 
Co., Underwood Typewriter Co., Union Bag & Paper Co. 

3 Letter of Secretary McAdoo, Feb. 6, 1918. 
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States owned $729,777,000 United States bonds, 
mostly as security for national bank note cir- 
culation.t In the Autumn of 1919 they reported 
holdings of $1,186,392,000 Liberty bonds and 
Victory notes, in addition to $1,147,920,000 short- 
term certificates.2 With banks outside the na- 
tional system, holdings of United States bonds 
rose from $7,462,325 in 1916 to $985,945,000 in 
1919 

But bank credit was invoked in yet another way 
to increase subscriptions to the war loans. From 
the outset, a great number of individual subscrib- 
ers had not only drawn on their accumulated sav- 
ings but had borrowed in anticipation of prospec- 
tive income and had subscribed the proceeds. In 
the loan campaigns of 1918, when doubt arose as 
to whether the remaining reservoir of free cap- 
ital was adequate to cover the subscription, con- 
certed efforts were made by the ‘‘Liberty Loan 
committees”’ to extend such use of credit. Before 
the $6,000,000,000 loan of October, 1918, was 
offered, Congress by special act enlarged the 
authorized powers of national banks to lend on 


* Treasury Report, 1916, p. 479. 
2 Treasury Report, 1919, pp. 939 and 954. 
3 Ibid., p. 1044. 
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Liberty bond collateral, and practically all large 
national banks, as a result of pressure by the 
loan committees and of special facilities granted 
by the Federal Reserve,? announced through 
public advertisements to subscribers that ‘‘we 
will lend you money secured by the Fourth Lib- 
erty Loan at 414 per cent [the interest rate on 
the loan itself] for 90 days, with renewals at the 
same rate covering the entire period of one year.”’ 
The extent to which subscribers used this priv- 
ilege was shown by the increase in the amount of 
war bonds held as collateral for loans at all the 
national banks, from $340,757,000 in March, 1918, 
to $1,213,030,000 in September, 1919.3 

This expedient was wholly justifiable’ in so far 
as it concerned the assigning in advance of an 
assured future income. It had the precedent of 
the Bank of England, which announced in the 
British war loan canvass of 1914 that it would 
lend on the new bonds at the issue price “‘at a 
rate not exceeding I per cent below the current 
bank rate’”’ (which was then 5 per cent) and that 
‘repayment will not be demanded by the bank 


t Treasury Report, 1918, pp. 74 and 175. 
2 Annual Report Federal Reserve Board for 1919, p. 68. 
3 Treasury Report, 1918, p. 905; 1919, Pp. 955. 
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before March I, 1918, provided interest is punc- 
tually paid.’ But in the case of the American 
subscriptions on the basis of bank borrowings the 
longer results, as we shall presently see, were by 
no means fortunate. Many subscribers on that 
basis overlooked the time limit of October, I9g19, 
fixed in the offer of banks to carry individual sub- 
scriptions to the Fourth War Loan of 1918, or 
else neglected to save their subsequent income; 
with the result that, when the year had expired 
in which they paid on their bank loans only the 
rate of interest carried by the war bonds, they 
found themselves confronted simultaneously with 
a rising money market and a fall in the price 
of Liberty bonds. There were other and even 
more troublesome ultimate results of the huge 
credits, created by bank loans on Liberty bond 
collateral, and they were not unforeseen by experi- 
enced bankers. But in 1918, rightly or wrongly, 
the policy was defended as a necessity in a crit- 
ical situation.’ 

Through these expedients, supplemented by 
immense enthusiasm on the part of the general 


* Stock Exchange Weekly Official Intelligence, London, Dec. 
26, 1914. Financial Chronicle, Jan. 23, 1915, p. 260. 
2 Annual Report Federal Reserve Board for 1919, pp. I and 2, 


1917] The War-Taxation Law 193 


public, $10,000,000,000 was raised from the invest- 
ment market in the first twelve months of our par- 
ticipation in the war. The sum was greater than 
any American would have deemed possible a year 
before; yet it still would not have covered the esti- 
mated or actual expenditure of the period, espe- 
cially as two-thirds of the subscription to the 
War Loan of May, 1918, was not payable until 
after the close of the fiscal year, and the difference 
had to be bridged by the war-taxation act. All 
responsible public men recognized that the bulk 
of the additional revenue required, which ran into 
the thousands of millions, would have to be pro- 
vided from a tax on incomes and business profits. 

The last important requisition of the kind, that 
of the Spanish War of 1898, had been financed, 
so far as revenue was concerned, by addition of 
excise taxes of various descriptions; but that brief 
and localized conflict increased total public ex- 
penditure in the year by only $161,700,000,* 
and the income tax was not then a feasible expedi- 
ent. Such a tax had been imposed in the Civil 
War and for a short period thereafter, but it was 
clumsily assessed, in order to conform with the 
fundamental law, and it never produced more than 


t Treasury Report, 1899; pp. xx., cxl. 
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$72,900,000 in any single year.* A generation later, 
the law which attempted to revive the income tax 
in 1894 was pronounced unconstitutional by the 
Supreme Court.? In February, 1913, however, 
ratification of the Sixteenth Amendment to the 
Constitution, declaring that ‘‘Congress shall have 
power to lay and collect taxes on incomes, from 
whatever source derived,’ opened the way for 
this form of revenue. It was in October of the 
same year that the first effective Federal income 
tax law since Civil War days was enacted. 

It fixed the moderate rate of I per cent, witha 
graduated surtax rising from I per cent on in- 
comes between $20,000 and $50,000 to 6 per cent 
on incomes over $500,000. This tax had produced 
$60,710,000 revenue.? In September, 1916, when 
Congress was moving to fortify the public rev- 
enue on the eve of war, the basic income- 
tax rate was raised to 2 per cent and the 
highest surtax to 13 per cent; that tax produced 
$359,681,000.’"4 

The War Revenue Act, which after prolonged 
discussion became law on October 3, 1917, fixed 


t Treasury Report, 1866. 

2 Forty Years of American Finance, p. 228. 
3 Treasury Report, 1917, p. 56. 

4 Ibid., p. 63. 
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4 per cent as the basic income tax and gradu- 
ated the surtax rate from a minimum of I per cent 
to a maximum of 50 per cent; it increased the tax 
on corporation incomes to 6 per cent and it im- 
posed an ‘‘excess profits tax’’ on the business 
earnings of individuals and corporations, ranging 
from 20 per cent of a defined net income not ex- 
ceeding 15 per cent of invested capital to 60 per 
cent on income exceeding 33 per cent of such 
investment. This new and very heavy taxa- 
tion, supplemented by increased excise taxes 
imposed on every kind of luxury—club dues, 
railway tickets, admissions to amusements, Pull- 
man berths, chewing-gum, phonograph records, 
telephone and telegraph messages—was expected 
to produce $3,400,000,000 annual revenue, of 
which $2,427,000,000 was assigned to the income 
and excess profits division. In the result, the 


forecast was much more than realized. Receipts 
from those two kinds of taxes in the fiscal year 


ending with June, 1918, were $2,938,000,000. 
Including other taxes such as customs duties, 
carried over from the legislation of preceding year, 
the period’s total revenue was $4,174,000,000,? 


t Treasury Report, I917, p. 71. 
2 Treasury Report, 1918, p. 126. 
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and total receipts from government loans were 
$9,268,000,000. * 

From these sources the Treasury obtained 
$13,442,000,000 during the fiscal year, to meet 
an actual public expenditure (if the $4,739,000,- 
000 advanced to foreign governments is included) 
of $13,700,000,000.' Annual public expenditure 
by our government, prior to the European war, 
had never exceeded the $1,297,555,000 of the 
twelvemonth ending with June, 1865, when the 
War of Secession was in its culminating stage; it 
had ranged from $525,000,000 to $700,000,000 
during the decade before 1914. The war was 
destined to carry both public expenditure and 
revenue from taxation far above even the figures 
of the fiscal year beginning in the middle of 1917. 

In the subsequent fiscal year, half of which 
elapsed before the armistice, total public expend- 
iture rose to $18,952,000,000, or five billions 
more than in the first year of our participation in 
the European conflict. With these immensely 
increased requisitions in sight, the income tax 
rate was raised by the Act of September, 1918, 
to 12 per cent on all incomes exceeding $4,000, 
as against the 4 per cent rate of the 1917 stat- 


t Treasury Report, 1918, p. 128. * Ibid., p. 129. 


1919] Total Cost of the War 197 


ute, the highest surtax rate being advanced to 65 
per cent and the range of excess profits tax rates 
being fixed at 35 to 70 per cent, as against the 
20 to 60 per cent of the year before. The total 
cost of the war to the United States, in the two 
and a half years between April 7, 1917, and com- 
pletion of demobilization in October, 1919, has 
been calculated by the Treasury at $32,830,000,- 
000; which was not only nearly ten times as great 
as the $3,344,000,000 expenditure of the United 
States government in the four years of the Civil 
War,” but exactly twice as large as the sum total 
of our entire federal expenditure from 1789 to 
the end of the nineteenth century. 

One highly important precedent was fixed by 
the program of war finance in 1917. When the 
United States entered the conflict, animated con- 
troversy arose at once over the extent to which 
the war should be paid for by the tax-payers of 
that day or by future generations which would 
have to provide for interest and principal on the 
long-term loans. Concerning that question the 
President had merely said, in his war message of 


t Treasury Report, 1919, p. 25. 
2 Treasury Report, 1865, p. 257. 
3 Treasury Report, 1900, p. Cxxx. 
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April 2, that ‘‘it would be most unwise to base 
the credits’’ for the war ‘‘entirely on money bor- 
rowed”; but he had rested his argument on the 
evils ‘‘which would be likely to arise out of the 
inflation which would be produced by vast loans.”’ 
The experience of our own War of Secession had 
in that regard been unfortunate; in the first 
twelve months of that conflict, more than nine- 
tenths of the public expenditure was defrayed by 
borrowings. Even in the fiscal year 1865, after 
repeated increase in the federal taxes, only $335,- 
000,000 was drawn from ordinary revenue, while 
$1,475,000,000 was raised by loans.t When war 
began in 1914, European governments had not 
done much better. Great Britain, in the first 
full fiscal year of the World War (covering the 
twelve months beginning April 1, 1915), enlarged 
the public revenue by £110,000,000 over the preced- 
ing fiscal year, but total government expenditure 
increased during the same period nearly £1,000,- 
000,000. Germany had relied almost entirely 
on loans, assuming openly that the public debt 
incurred would be paid off by a war indemnity 


« Treasury Report, 1865, page 93. 
* Accounts of British Exchequer for year ending March 31, 
1916; London Economist, April 8, 1916, p. 674. 
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imposed on Germany’s antagonists after their 
defeat. * 

Since $4,174,000,000 of the $13,442,000,000 
raised by our government in the first fiscal year 
of its participation in the war was obtained from 
public revenue, it followed that approximately 
one-third of the cost was met by tax-payers and 
two-thirds from the loan market. At the end of 
that first year, the Treasury publicly announced 
that this policy would be continuous,? and in the 
long run the purpose was achieved. A post-war 
official estimate calculated that 32 per cent of 
the expenditure for the entire period of war and 
demobilization had been met from ordinary rev- 
enue. Even this percentage, which was much 
higher than any known precedent of history, was 
pronounced too low by critics who insisted that the 
larger part of the war costs ought to be placed 
on the shoulders of contemporary tax-payers; 
the argument being, not only that danger of 
inflated credit through the piling-up of govern- 
ment loans would thereby be diminished, but that 


t Speech of Finance Minister Helfferich to Reichstag, August 
20, 1915; London Economist, Sept. 4, 1915, p. 358. 

2 Secretary McAdoo to Chairman Kitchin of H. R. Ways & 
Means Committee, June 5, 1918; Treasury Report, 1918, p. 46. 

3 Treasury Report, 1919, p. 25. 


200 The War Period of American Finance {1918 


the people who elected to engage in war ought 
not to be allowed to shift so great a part of the 
burden to posterity. 

But to this contention the reasonable answer 
was made, first, that at some point mounting war 
taxation would become so far confiscatory as to 
cripple the operations of legitimate war-time in- 
dustry and, second, that the 32 per cent calcula- 
tion included in war costs the $4,739,000,000 
advanced to foreign governments in the fiscal 
year 1918 and the grand total of $9,406,000,000 
thus disbursed between April, 1917, and Novem- 
ber, 1919. Expenditure for that purpose resulted 
in a valid indebtedness of foreign governments 
which was eventually payable, interest and prin- 
cipal, to the United States government, the pro- 
ceeds of such payment being by law allotted to 
redemption of the war debt.* To raise by tax- 
ation the money to make such loans would, it 
was forcibly argued, be a palpable injustice. But 
if advances to foreign governments are eliminated 
from the calculation, it will be found that the 
remaining war expenditure was actually covered 
up to 4954 per cent by ordinary revenue in the 


= War Loan Act of April 24, 1917, Section 3; War Loan Act of 
September 24, 1917, Section 3. 
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fiscal year 1918, and up to 43 per cent in the whole 
war period.' 

What, then, was the effect on the financial and 
economic organism of these utterly unprecedented 
drafts on private capital and credit? In the light 
of past experience, there were some unpleasant 
possibilities. Diversion of private capital on 
such a scale from its ordinary uses might cause 
extreme scarcity of money; withdrawal of capital 
from other investments for subscription to the 
war loans might completely demoralize the Stock 
Exchanges. Financial tradition taught that such 
immensely heavy borrowings might result in very 
high money rates and a great decline in outstand- 
ing stocks and bonds. Yet neither result accom- 
panied the war borrowings of 1917 and 1918. 
Even at the climax of war activities in the Autumn 
of 1918, the rate on ordinary demand or time loans 
never rose in Wall Street above 6 per cent.? 
Although private corporations were at times com- 
pelled to put an interest rate of 7 or 7% per cent 
on new issues of their own securities,* the average 
price of a selected list of high-grade outstanding 


t Treasury Report, 1918, p. 4; 1919, p. 26. 
2 Treasury Report, 1918, p. 855. 
3 Financial Chronicle, ‘‘ Annual Review of 1918,” p. xviii. 
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bonds ranged on the New York Stock Ex- 
change even in 1918 between 7554 and 823%, 
whereas the same bonds had at one time aver-_ 
aged 81% in 1915 and 85)4 in the pre-war year 
1018.4 

The first explanation of this seeming paradox,— 
relatively easy money and relatively firm security 
markets in the face of the prodigious drain of 
capital into war uses,—was the low interest rate 
borne by the Liberty bonds and the maintenance 
of their price on the open markets. The fact that 
those 3%, 4, and 41% per cent bonds held during 
1917 between par and 97 and during 1918 between 
par and 92%, naturally sustained the price of 
other securities with a higher interest rate. But 
the low rate for money on the open market was 
the larger cause, and for that the attitude of the 
Federal Reserve was of paramount importance. 
The official rediscount rate of the Reserve banks 
was kept at 4% per cent and a still lower rate 
was granted on rediscounts secured by war loan 
collateral. Discount rates were fixed with the 
primary object of assisting the Treasury opera- 
tions; the policy of the Reserve banks was ‘‘neces- 
sarily co-ordinated . . . with Treasury require- 


*N. Y. Times, “ Bond Averages,” Jan. 1, 1919. 
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ments and policies.”* This statement tacitly 
accepted the banking community’s judgment that 
the government’s loans were placed at a rate below 
what would normally have been warranted, under 
all the circumstances, by the investment market. 

Banking opinion of the day was that, without the 
artificial measures adopted to keep down money 
tates, the war loans would have paid 5 to 6 per 
cent interest to investors, instead of the 3% or 
4% per cent at which they were allotted. But 
the actual placing of the loans at those higher 
rates would have necessitated additional annual 
public expenditure for interest of about $350,- 
000,000 and the higher rates would have caused 
such depreciation in other outstanding invest- 
ment securities as possibly to impede subscription 
to the war loans; therefore the policy of low rates 
was established in the War Loan Act and pur- 
sued to the full extent that circumstances ad- 
mitted. But the quite inevitable penalty was 
paid, as we shall see, in the money market and 
the government bond market of the two years 
after return of peace. 

In order to render its co-operation effective, it 
was necessary for the Federal Reserve to hold 


Annual Report Federal Reserve Board for 1918. 
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itself ready for an immense and immediate expan- 
sion of its credit facilities. In undertaking to 
keep the rate for money at what was in reality. 
an artificially low figure, the Reserve banks had 
to be prepared to take over commercial loans of 
private banks at the rate prescribed. They were 
also confronted with the certainty that these pri- 
vate banks, called upon simultaneously to pur- 
chase the Treasury’s short-term obligations and 
to provide for the heavily increased war-time 
requirements of their clients, would be compelled 
to enlarge very rapidly their own reserve credits 
at the Federal banks, against which the Federal 
institutions had to maintain on their own account 
a stipulated percentage of cash reserve. 

When the United States went to war, the 
Reserve system’s cash holdings, mostly built up 
with gold transferred by member institutions to 
the Federal banks, or pledged against circulating 
notes, amounted to 8434 per cent of circulation 
and net deposits, but the gold pledged against note 
circulation was then carried as a special fund, 
so that technically the reserve ratio was only 
5136 per cent. Since the law required only 
40 per cent gold against the notes and 35 per 
cent cash against deposits, even this was suf- 
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ficient margin for the moment. But a very 
rapid increase in such liabilities was clearly fore- 
shadowed by the war finance plans. In actual 
fact, subsequent war-time necessities caused ex- 
pansion of the system’s discounts from $100,- 
663,000 in Aprii, 1917, to $956,072,000 at the 
end of 1917 and $2,006,611,000 at the end of 
1918.* If, as a result of the period’s increased 
rediscounts, deposits credited to member banks 
by the Federal Reserve had only doubled (which 
would have meant an increase of $758,000,000 
over April, 1917) and if the other items, including 
the system’s cash reserve, had remained un- 
changed, the ratio of reserve would have fallen far 
below the minimum fixed by the Reserve Law. As 
it turned out, the increase of such deposit liabilities 
during war-time was twice as large as that figure. 

The Bank of England had been confronted with 
a similar dilemma when war began in 1914; 
indeed, its case was worse than that of our Fed- 
eral Reserve, because it had to guarantee and 
assume at once something like $600,000,000 of 
pre-war foreign bills due to British merchants, 
which had become non-collectible because of 


t Reserve Board’s weekly statements; Apr. 6, 1917; Dec. 28, 
1917; Dec. 27, 1918. 
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the outbreak of hostilities. The London bank 
met the situation, first by allowing its ratio of 
reserve to deposits to fall to 15 per cent, against a 
traditional pre-war minimum of 40, but second by 
suspension of redemption of Bank of England notes 
in gold. Neither recourse was considered by the 
Federal Reserve in 1917; the question of main- 
taining gold payments was regarded as having 
been settled by the United States in 1914, and the 
immense accumulation of gold in this country 
during 1915 and 1916 pointed distinctly away 
from a policy of suspension. 

Between November, 1914, when the Federal 
Reserve was established, and the week when the 
United States declared war in 1917, the total gold 
supply of the country was estimated to have 
increased $1,253,500,000;* yet on April 6, 1917, 
the Reserve banks reported a gold reserve of only 
$565,102,000. There was no probability of im- 
mediate and automatic increase, first because all 
legal requirements for the deposit with the Fed- 
eral institutions of the reserves of existing mem- 
ber banks had already been observed;? second, 


* Treasury’s Money Circulation statements, Nov. 1, 1914; 
April 1, 1917. 
* Annual Report Federal Reserve Board for 1916; Feb. 3, 1917. 
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because, for reasons which I shall presently point 
out, import of foreign gold had ceased with our 
entry into the war. We have seen that in 1914 
certain European belligerents, notably France and 
Germany, had acquired for the central banking 
reserve very large amounts of such outside gold 
holdings by appealing to the people’s patriotism 
to exchange their gold for notes of the national 
bank. The United States government used a 
different method. In 1917, a great part of the 
gold outside the Federal Reserve was held or con- 
trolled by private American banking institutions; 
$715,000,000 being reported as in the vaults of 
such institutions,t and $390,765,000 being depos- 
ited by member banks with the Federal Reserve 
as a special fund to secure Reserve notes issued 
to them. 

The government now undertook to obtain all 
this gold for the central reserve through the 
operation of the banking law itself. That pur- 
pose was effected through two amendments to 
the Federal Reserve Act, discussed and voted by 
Congress eleven weeks after the declaration of 
war and destined, then and afterward, to become 


t Comptroller of Currency’s statement as of June 20, 1917; 
Treasury Report, 1917, p. 690. 
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a focus of animated economic controversy. When 
the Reserve Law was originally passed in Decem- 
ber, 1913, it provided that member banks might 
hold in their own vaults or in other banking depos- 
itories a stipulated percentage of their cash 
reserve, the remainder to be placed with the 
Federal Reserve. Under this provision, more 
than one-half of the reserve thus required for 
member banks was carried elsewhere than in the 
Federal banks.* The first Congressional amend- 
ment of June 22, 1917, reduced the percentage of 
reserve required for such private banks but 
directed that the whole of the cash reserve pre- 
scribed should be kept with a Federal Reserve 
bank. Thus transferred, the gold or lawful 
money would be added to the cash reserve carried 
against their own liabilities by the Federal 
banks, and it amounted in all to something over 
$250,000,000. ? 

The second amendment altered the status of 
reserve against circulating notes. The original 
act had provided that member banks when tak- 
ing out note circulation should deposit, as secur- 
ity for such notes, an equivalent amount in ap- 


‘ Reserve Board Annual Report, 1916. 
? Annual Report Federal Reserve Board for 1917. 
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proved commercial obligations, and that a 4o per 
cent gold reserve should be maintained by the 
Federal Bank against outstanding notes ‘‘not 
offset by gold or lawful money deposited with the 
Federal Reserve agent.” During the large gold 
import movement of 1915 and 1916, note circu- 
lation taken out was mostly offset, up to its full 
face value, by gold thus deposited. The notes 
were practically on the footing of the govern- 
ment’s gold certificates and the gold held for that 
account amounted at the date when the law was 
amended, as we have seen, to $390,765,000.' 

Being considered in the light of special collateral 
for the notes, it had not been’ counted as part of 
the system’s active cash reserve. The amendment 
of June 22, 1917, however, provided that there- 
after, ‘‘when the Reserve agent holds gold or gold 
certificates as collateral for Federal Reserve 
notes,” such gold ‘‘shall be counted as part of the 
gold reserve which such bank is required to main- 
tain against its Federal Reserve notes in actual 
circulation.” The effect of this new provision 
was to carry this $390,765,000 gold into the sys- 
tem’s general cash reserve, so that only 40 per cent 
in gold need be pledged against 100 per cent of 


t Reserve Board statement, June 15, 1917. 


210 The War Period of American Finance {1917 


notes. In the fortnight following the passage 
of these amendments, and as a result of the two 
changes in the law, the active gold reserve of the 
Federal Banks was officially stated to have in- 
creased from $590,948,000 to $1,294,512,000.* 
Whereas the system’s total ratio of cash reserve 
to note and deposit liabilities had been reckoned 
at 5134 per cent on April 5 and at only 407/s per 
cent on June 15, it worked out at 75% per cent 
on June 29. 

This sweeping extension of the system’s power 
to increase its discounts and circulating notes 
inevitably became subject of much hostile criti- 
cism, based on the possibilities of inflation both 
of credit and currency. The action was taken, 
however, with a clear view to all its implications. 
It was defended as an absolutely essential meas- 
ure, if the country’s financial structure were to be 
properly strengthened for the unprecedented im- 
pending demands on credit. The Treasury 
described the amendments as a matter of urgent 
and critical necessity;? the Congressional com- 


* Reserve Board statements, June 15 and June 29, 1917. 

2 Financial Chronicle, June 23, 1917, p. 2480. 

3 Senate speech of J. D. Phelan, Apr. 30, 1917; H. R. speech of 
Carter Glass, Apr. 30, 1917. 

4 Letter of Secretary McAdoo to Senator Owen, May 5, 1917. 
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mittee reported the bill unanimously. Its provi- 
sions had been approved by the Advisory Coun- 
cil of eminent private bankers created by the 
Federal Reserve law, and had not been opposed 
by any private bank.‘ In retrospect, indeed, 
it is not easy to see how the services which the 
Reserve system performed in the financing of the 
war would have been possible without such exten- 
sion of its credit facilities. 

Whether all the changes of 1917 in the basis 
of reserves would have been adopted without the 
war emergency, may possibly be doubted. It 
should be observed, however, that the gradual 
gathering into the Federal Reserve of the gold 
held in private bank vaults as part of the member 
banks’ reserve had been contemplated before the 
war. Even the original Reserve Act had fixed 
a date at which part of those reserve holdings 
should be thus transferred, and the amendment 
of 1917 merely anticipated the date prescribed. 
The Reserve Board had advocated that change of 
date as early as the preceding November. On 
the ground that the country’s reserves of gold 
were ‘‘not used most effectively when they are 
in the vaults of a large number of banks scattered 


1H. R. speech of Carter Glass, Apr. 30, 1917. 
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all over the country’ and that ‘‘the United 
States should be in a position to face conditions 
which may call for an outflow of gold, without 
disturbances of our own or the world’s business,”’ 
the Board’s annual report for 1916 had strongly 
urged that member banks be required to main- 
tain with the Federal Reserve itself “‘amounts 
adequate to supply the necessary reserve basis.”’* 

As far back as February, 1916, after pointing out 
that when note issues were secured up to face 
value by gold pledged by a member bank, the gold 
was not controlled by the Federal Reserve, the 
Board had formally pressed for a change in the 
law whereby gold thus deposited as collateral for 
note circulation should ‘“‘count as part of the 
reserve required by the notes.” Both proposals, 
therefore, antedated the period of war finance, 
and neither can be described as wholly a response 
to war-time necessities. It was, indeed, not 
altogether unreasonable to argue that even the 
transfer of gold, from a segregated account as 
collateral for notes to a place in the system’s gen- 
eral reserve, did not depart from the spirit of the 
original act; whose main proviso for the note 


* Annual Report Federal Reserve Board for 1916; p. 26. 
2 Ibid. for 1915, p. 22. 
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issues, requiring deposit of approved commercial 


aeés 


obligations “‘in amount equal to the sum of the 
Federal Reserve notes thus applied for,’’ sustained 
by “‘reserves in gold of not less than 4o per cent,” 
was recognized in the Amendment of 1917. 

It will now be evident, however, in what man- 
ner the Federal Reserve was able to provide the 
basis for increase of nearly $2,000,000,000 in the 
system’s rediscounts during war-time, without 
an advance in money rates and without a fall in 
the ratio of reserve to liabilities below the lawful 
minimum. Along with the resultant expansion 
of credit facilities by the central banking organ- 
ism, total loans of the national banks increased 
from $8,751,000,000 in May, 1917, to $9,918,- 
200,000 in November, 1918, the armistice month. 
Loans of all private banking institutions of the 
United States were larger in the middle of 1918 by 
$4,702,000,000 than they had been two years 
before.‘ Asaresult the country’s war-time trade, 
reflected in checks drawn on the banks during 
1918 greater in amount by $70,400,000,000, or 
26 per cent, than in 1916 and by $159,200,000,000, 
or 90 per cent, than in 1915,” was conducted with 


t Treasury Report, 1917, p. 566; 1919, pp. 926 and 1070. 
2 Financial Chronicle, Jan. 18, 1919, p. 208. 
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no evidence of strain on credit. The compara- 
tively easy money market did not help the Stock 
Exchange, on which a decline of 30 per cent. 
or more occurred during 1917 in the shares both 
of railway and industrial properties. The par- 
ticular cause for that phenomenon I shall pres- 
ently examine; but nowhere else in the field of 
finance and industry did the country’s activities 
seem at the start to be checked or crippled by the 
war. Whether such immunity could continue 
was presently to be tested, with results which were 
certainly unforeseen in the spring of 1917. 


CHAPTER V 
MOBILIZATION OF AMERICAN INDUSTRY 


HE American people entered the war in a 
mood of energy and purpose which reflected 

the government’s grasp of the situation, and con- 
trasted impressively with the apathy towards 
the European conflict that had seemed to charac- 
terize a great part of the couritry in our period of 
neutrality. Acquiescence in the government’s 
program was unanimous; even the German- 
American sentiment of 1915 and 1916 on the 
side of Germany had entirely disappeared. The 
“almost bewildering stream’”’ of applicants to 
the War Department, offering service of every 
kind, was described by the Department itself as 
‘fa superb and inspiring spectacle.’’* Into the 
emergency public service at Washington there 
was instantly drawn a volunteer body of ‘‘dollar- 
a-year men,” recruited from experienced business 


t Annual Report War Department for 1917, p. II. 
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executives in all parts of the country;* these men 
were destined to play an extremely important 
role in the subsequent conduct of the war. Under 
the supervision of 4,557 Selective Boards, organ- 
ized through the voluntary service of private citi- 
zens in every town, the draft proceeded with the 
utmost smoothness and expedition, and with no 
resistance.” Before the end of 1917, the new 
recruits in service numbered 516,000;* for their 
training, 16 army cantonments, each with 1,000 
to 2,000 buildings, had been constructed with 
almost unimaginable rapidity.4 Whereas the old 
army had numbered 190,000 in March, 1917, the 
new army reached 3,665,000 in November, 1918.5 
Its growth in sixteen months, the War Depart- 
ment pointed out, had been twice as rapid as 
that of the British army in the three-year period 
between the summer of 1914 and the summer of 
1917.° The country appeared to have been trans- 
formed overnight, both in spirit and action, into 
an efficient war machine. 

This nation-wide attitude was no doubt attrib- 
utable primarily to the impulse of patriotism; 


* Clarkson, Industrial America in the World War, pp. 76, 77. 
2 Annual Report War Department for 1917, pp. 16-18. 

3 Report for 1918, p. 16. 4 Report for 1917, p. 29. 

5 Report for 1918, p. 13. 6 Ihid., p. 12. 
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it was reassertion, half a century afterward, of 
the instinct which had so suddenly, and to many 
people so unexpectedly, displayed itself in the 
North during 1861 after the fall of Sumter. Pos- 
sibly it resulted also, in the West especially, from 
a spirit of individual and political adventure. In 
the East it represented to a very considerable 
extent the taking-up of a duty, from the perform- 
ance of which the people had for two years been 
unwillingly restrained by circumstance. But in 
all parts of the country, there was manifest be- 
lief that the time had arrived for powerful inter- 
vention in the European conflict in order to put 
an end to it, and that the United States possessed 
both the opportunity and the capacity to carry 
out that purpose. This conviction led to general 
belief in speedy termination of the war, now that 
America was engaged in it. 

The American people had, to be sure, already 
seen the confident prediction of experienced finan- 
ciers, that the war could not last two years from 
August, 1914, without being ended by economic 
exhaustion of all the belligerents, disproved by 
actual extension of the scale of military and finan- 
cial operations long after the date assigned. But 
for that very reason the idea was now positively 
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entertained that Germany must be near the end 
of her financial tether and that, with the immense 
American resources of capital and man-power 
thrown into the scale, her early surrender would 
be inevitable. Events proved that in the main 
this belief was right. But it led to the overlook- 
ing of the forces which could be called into play 
by a desperate belligerent for a final effort and 
it was therefore undoubtedly responsible, in the 
earlier months of 1917, for the underrating of the 
strain that was about to be imposed on America’s 
economic organism. Under other circumstances, 
this prevalent belief might have led to ill-judged 
public policies or inadequate governmental prep- 
aration after our declaration of war, and the coun- 
try was fortunate that the Administration had not 
misconceived the scope of its own necessary effort. 
But the general public’s idea of the situation did 
not altogether prepare its mind for the later 
experiences of 1917 and 1918. 

Failure to grasp the realities in that respect was 
evident in the expectations widely entertained, 
early in 1917, regarding the financial and indus- 
trial situation. On the face of things it was 
not difficult to argue that the prosperity of the 
United States would be enhanced, not impaired, 
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by the country’s entry into the conflict. The 
spectacular trade revival of 1915 and 1916 had 
been based on the inpour of war orders for products 
of American agriculture and manufacture. De- 
mand for war purposes would now be immensely 
increased because our producers, with their en- 
larged plant and acreage, had still to provide for 
the needs of our allies while also executing the new 
and prodigiously large war orders for the Amer- 
ican government. This double requisition was 
made certain by the well-understood fact that the 
$3,000,000,000 advances of capital, granted in 
April by the Treasury to the European govern- 
ments, were to be spent in the United States for 
American food and war material. The draft, to 
be sure, was removing from productive occupation 
five out of every hundred male citizens of the 
United States, and the requisition on capital for 
the war loans was recognized as encroaching upon 
the fund which would otherwise have been applied 
to industrial uses. Yet the thousands of millions 
of dollars borrowed by the government were them- 
selves poured back in the form of orders for mate- 
rial, and no sign whatever appeared of the cramp- 
ing of productive capacity. 

All visible indications, indeed, pointed to pro- 
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duction, manufacture and trade on a scale not 
approximated in magnitude even in 1916. Every 
branch of industry was affected. The mere con- 
struction of cantonments and training camps 
called for an expenditure within sixteen weeks, for 
building materials and other supplies, half as great 
as the largest outlay of any single twelvemonth 
during the original construction of the Panama 
Canal and seven times as great as the total costs 
of building in the City of Washington during the 
fiscal year 1917, which had surpassed all prece- 
dent for such activities.‘ Writing in November, 
1917, less than eight months after our government 
had entered the struggle, the Secretary of War 
reported that ‘‘of shoes more than two million 
pairs have already been purchased or are in 
process of delivery, of blankets 17 million, of 
flannel shirting more than 33 million yards, of 
melton cloth more than 50 million yards, of vari- 
ous kinds of duck, for shelter tents and other 
necessary uses, more than 125 million yards.’’? 

This was all additional to the sources of the trade 
of 1916. During our nineteen months of hostil- 


‘Chairman Emergency Construction Committee to Quarter- 
master-General, May 25, 1917. 
2 War Department, Annual Report 1917, p. 44. 


1917] The Requisitions on Industry 221 


ities the War Department bought 82,500 trucks, 
16,000 motor cars, 27,000 motor-cycles and 
2,137,025 rifles, and its total purchases of cloth- 
ing and footwear for army purposes involved 
payments of $514,000,000.' Orders placed for 
construction material and rolling stock, solely 
for use at European ports in preparing landing 
facilities for our Expeditionary Force, reached 
a sum ‘‘five times as great as all the purchases of 
material, equipment and supplies made for the 
Panama Canal.”? These are only incidental 
particulars of the new orders which our manu- 
facturers were instantly called upon to turn out. 

So sudden and so immense an increase in home 
requirements made it impossible to keep the 
export trade in war materials wholly up to the 
magnitude of 1916; shipments of such materials 
during the twelve months beginning with June, 
1917, decreased something like $750,000,000 from 
the preceding fiscal year. But even this reduc- 
tion cut down the period’s total export of domes- 
tic products only $388,500,000 and left it $1,566,- 
000,000 in excess of 1915. In fact, as the Com- 


t War Department, Annual Report 1918, pp. 41, 45, 59. 
2 Tbid., p. 36. 
3 Annual Report Department of Commerce for 1918, p. 160. 
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merce Department pointed out in 1918, the fiscal 
year’s $400,000,000 decrease in trade with Russia, 
due to the Bolshevist revolution in that country, 
would of itself account for all of the falling-off in 
total exports as compared with the year before.* 
Exports summarized in these comparisons, it 
should be observed, did not include the large 
supplies sent abroad on army and navy transports 
for the Expeditionary Force.? 

The magnitude of this requisition on the coun- 
try’s productive capacity was very soon tangibly 
apparent. Steel production, in which the high- 
est pre-war annual achievement was 31,300,000 
tons and which had reached 42,773,000 in 1916, 
rose in 1917 to 45,000,000. During the period 
from August I, 1914, to April 1, 1917, the United 
States Steel Corporation had turned out for mili- 
tary purposes, practically all in behalf of the 
European belligerents, 6,067,640 tons; in the 
much shorter period from April I, 1917, to De- 
cember 31, 1918, it delivered 10,339,750 tons, 
exclusive of 2,042,070 manufactured in 1918 for 
the Railway Administration. Consumption of 


* Annual Report Department of Commerce for 1918, p. 156. 
2 Ibid., pp. 156, 160. 

3 Annual Reports, American Iron & Steel Institute. 

4 Annual Report U. S. Steel Corporation for 1918, p. 30. 
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cotton by the home textile trade in the cotton 
year ending with July, 1918, although slightly 
less than in the preceding season, was a million 
bales beyond the highest pre-war record. 

The largest traffic carried on American railways 
in any year before the war was 2,058,035,487 
tons, in the calendar year 1913; from which it 
had risen to 2,225,943,388 in 1916. It reached 
2,270,035,053 in our own first war year and 2,305,- 
824,940 in 1918.2, The farmers shared to the full 
in this enormous business. Actual yield of wheat 
in each of those two years was less by nearly 
400,000,000 bushels than in the great harvest of 
1915; but the higher prices brought the estimated 
value of the 1917 crop $335,800,000 above that of 
1915 and $258,000,000 over that of 1916, and the 
crop of 1918 was valued at $596,000,000 more 
than the 1917 harvest. No cotton crops in 
the history of the United States had ever com- 
manded such an aggregate purchase price as those 
of 1917 and 1918.4 Before the European war, 
the highest selling value ever placed on all the 


t Census Estimates, Aug., 1918. 

2JInterstate Commerce Commission, Annual Reports 1913, 
1916, 1917, 1918. 

3 Year Book, U. S. Department of Agriculture for 1918, p. 461. 

4 Ibid, p. 531. 
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American agricultural crops combined, in any 
single year, was the $6,138,000,000 of 1913. The 
Agricultural Department’s estimate for the har- 
vests of 1916 had been $9,054,000,000. In 1917, 
notwithstanding the decreased yield of wheat, 
its estimate was $13,479,000,000, and in I918 
$14,222,000,000. * 

Judged by the criterion of all previous years, so 
extraordinary an increase of productive activities, 
in a market of almost unlimited purchasing and 
consuming capacity and with average prices ris- 
ing, should have guaranteed a period of quite 
unprecedented American prosperity. In the light 
of the same financial precedent, the mere prospect 
of such trade achievement ought to have found 
reflection in a steady movement of foreign ex- 
change in favor of New York and in a rapidly 
advancing stock market. We have seen with 
what vigor both of these movements proceeded 
when the European war orders were placed in 
1915. Yet an exactly contrary movement oc- 
curred in 1917. Foreign exchange rates on every 
important neutral market moved with great rapid- 
ity against New York after our declaration of 
war. Prices on the Stock Exchange, when the 


* Year Book, U. S. Department of Agriculture for 1918, p. 671. 
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Sweeping decline of December, 1916, had spent 
itself, fluctuated uncertainly in the following 
month, but in February, 1917, on news of rup- 
ture of diplomatic relations with the German gov- 
ernment, industrial shares fell 10 to 20 points. 

In April, following the war message, they broke 
5 to 10 points further. Instead of recovery on 
signs of vigorous prosecution of the war, an exceed- 
ingly rapid decline in the autumn months brought 
prices of nearly all active stocks 30 to 40 per cent 
below those with which the war year had begun. 
Prices for fifty active railway and industrial 
shares actually stood in the last week of 1917 at 
almost exactly the average reached by them on 
July 30, 1914, when Europe was desperately sell- 
ing its American investments and just before the 
Stock Exchange closed its doors.’ Easy money, 
and industrial activity wholly unparalleled in the 
country’s history, were accompanied by financial 
markets such as in other days would have indi- 
cated financial panic. 

The reasons for this paradox are written in the 
history of the first eight or nine months after our 
entry into war. The fall on the Stock Exchange 
could hardly have been caused by misgiving as to 


t New York Times, Jan. 2, 1918; ‘‘Stock Market Averages.” 
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the issue of the conflict; we have seen that no such 
doubt existed. In part, it must have resulted 
from diversion of capital to the war loans. But 
it very soon became evident, first that the heavy 
hand of government restriction under its war 
powers would prevent conversion of the increasing 
orders for industrial products into equivalent pro- 
ducers’ profits; second, that the surplus profits of 
producers and manufacturers would be sweep- 
ingly curtailed by the war tax on such surplus 
earnings and, along with those new influences, 
largely foreseen by experienced financiers, there 
also appeared unexpected evidence of disorgan- 
ization in our international exchange market 
through the operations of the government. 

The movement of the neutral foreign exchanges 
against New York came first; it was a movement 
whose scope and violence caused great financial 
bewilderment. Within a month after our dec- 
laration of war, exchange on practically every 
neutral country sold in the New York markets up 
to 7 per cent above the maximum rate of normal 
times. Before the middle of 1918, exchange on 
Holland, Spain, Switzerland and the Scandinav- 
ian markets had moved so heavily against New 
York that at one time the price of the Dutch 
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florin in American currency stood at a premium 
of 293% per cent over parity, the Spanish peseta at 
a premium of 54 per cent, and the Swedish crown 
at a premium of 6934.‘ The same thing hap- 
pened with New York exchange on India, Japan 
and the South American republics, for which 
American merchants had to pay in 1918 a premi- 
um ranging from 7’/s per cent in the case of 
Japan to 78% in the case of Chile.” 

This occurrence was the more striking from the 
fact that, even in I917 and 1918, our excess of 
merchandise exports over imports in trade with 
neutral Europe continued very large. With 
South America—notably Chile, which supplied 
the very essential nitrites—the visible balance 
against us in those years was large. But the 
export surplus was $52,098,000 in our trade with 
Sweden, for instance, during those two years, 
$37,341,000 in trade with Holland, $104,403,000 
in trade with Spain.* Since the violent move- 
ment of exchange against New York could not 
be explained by reversal of the foreign trade bal- 
ance, it was not at all unnatural that it should 
have been ascribed to inflation of the currency. 


t Annual Treasury Report, 1918, p. 39. 2 Ibid. 
3 Monthly Summary of Foreign Commerce, Dec., 1918, p. 6. 
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One result of the sudden and large additions of 
Reserve Bank facilities in June, 1917, was rapid 
increase of the note issues. During 1916, not-. 
withstanding that year’s great expansion of finan- 
cial and industrial activities, the system’s out- 
standing note issues increased only $86,327,000;* 
the additional currency required for hand-to- 
hand use in the larger trade was obtained through 
addition to the general circulation of $378,880,000 
in gold certificates, issued by the Treasury, dollar 
for dollar, against gold produced or imported.? 
When the United States went to war in April, 
1917, the outstanding Reserve notes amounted to 
$376,510,000, but they rose to $1,246,488,000 at 
the end of 1917 and to $2,685,244,000 at the end of 
1918.3 Such an increase at once called forth asser- 
tions that the paper currency of the United States, 
like that of the European belligerents, was being 
inflated at a rate which had occasioned immediate 
depreciation; that this and the similarly rapid ex- 
pansion of credit were the sole causes for the fall in 
value of the dollar, measured in neutral currencies ;4 


Reserve Board, weekly statements Dec. 30, 1915; Dec. 29, 1916. 

2U. S. Treasury, money circulation statement, Jan. 1, 1917. 

3 Reserve Board weekly statements, Apr. 6, 1917; Dec. 28, 
1917; Dec. 27, 1918. 

4 Federal Reserve Board, Annual Report for 1917, p. 17. 
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in short, that what was happening to the Ameri- 
can currency was exactly what had happened to 
the currencies of the European belligerents after 
1914. 

But the case was by no means so simple. In 
the first place, the increase of $2,300,000,000 in 
the Federal Reserve note issues, during our par- 
ticipation in the war, was offset and in large 
measure explained by the decrease, during the 
same period, of $1,300,000,000 gold certificates in 
general circulation.*. With hand-to-hand use of 
money at its maximum these gold certificates, 
when drawn from outside circulation into the 
reserve of the Federal banks, had to be replaced 
by other forms of currency, for requirements of 
actual circulating medium increased with excep- 
tional rapidity during our period of war. Not 
only were trade activities in the United States, 
as measured by exchange of checks at the coun- 
try’s banks, enlarged by 1734 per cent in 1917 
and by 814 per cent more in 1918,” but average 
| prices of commodities rose in the two years re- 
spectively 39 and Io per cent ; which meant neces- 


t Reserve Board weekly statements. 
2 Financial Chronicle, Jan. 18, 1919, p. 208. 
3 ‘Wholesale prices, 1890 to 1923,’’ Bureau of Labor Statis- 


tics, 1925; p. 9. 
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sity for proportionately larger use of cash in every- 
day purchases. 

The average rate of wages in the United States. 
during 1916 had been 6 per cent above 1913. 
In 1917 it stood 12 per cent above the pre-war 
average, in 1918 it was 30 per cent above it,’ and 
this rapidly rising scale of earnings occurred when 
the total number of workingmen actively and 
steadily employed was so great that official esti- 
mates in 1918 declared the supply even of un- 
skilled labor to be short a million men of potential 
demand.? But increase in aggregate payrolls of 
manufacturing establishments traditionally re- 
quires immediate addition, on a corresponding 
scale, to the available supply of currency. Even 
adherents of the theory of a currency depreciated 
through excessive paper-money issues admitted 
the importance of these several considerations. 3 
It also had to be recognized that, since Reserve 
notes could not be issued except on application of 
private banks, their increase in 1917 and 1918 


* Bureau of Labor Statistics; ‘‘ Union Scale of Wages and Hours 
of Labor,”’ 1925, p. 17. 

2 Department of Labor, statement of Aug. 22, 1918; Financial 
Chronicle, Aug. 31, 1918, p. 860. 

3A. C,. Miller, director Federal Reserve Board, address to 
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bore no resemblance in character to the war-time 
paper inflation of Europe. In all the belligerent 
continental countries, the state banks issued paper 
money to the governments against pledge of 
Treasury obligations, the governments then pay- 
ing out the new paper-money to meet the public 
deficit, regardless of actual requirements of trade. 
But even in the matter of credit, the Treasury was 
not permitted to lean directly on the Federal 
Reserve. 

At the very beginning of our participation in 
the war, this rule was momentarily broken; the 
Treasury borrowed $50,000,000 of the Reserve 
Banks’ resources, on a short loan placed pro-rata 
with the twelve Reserve banks.’ But the action 
was not allowed to become a precedent; on no 
other subsequent occasion—excepting only when 
the Reserve Banks, after the usual practice of state 
institutions, opened immediate credits to the 
Treasury against deposited checks for tax pay- 
ments or loan subscriptions—did the government 
borrow directly from those banks. In marked 
contrast to the war-time practice of European 
state banks, all Federal Reserve credit used during 
the war was represented by notes endorsed by 


t Annual Report Federal Reserve Board for 1917, p. 3. 
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member banks and secured either by commercial 
paper or by government obligations in the pos- 
session of those private banks. Instead of con- 
tinental Europe’s virtually unlimited recourse by 
the Treasury to the central bank, which resulted 
in the issue of currency to the government quite 
as lavishly as if the state itself had put out fiat 
money, all of the borrowings from Reserve Banks 
carried two or more endorsements, with a bank 
obligation on every piece of paper. 

The explanation for the adverse movement of 
the foreign exchanges during 1917 must be sought, 
therefore, somewhere else. To begin with, it must 
be observed that the premium on neutral curren- 
cies in terms of New York exchange, and with it 
the discount on the dollar in terms of such curren- 
cies, began before our entry into the European 
war, and therefore before the large increase of our 
Reserve note issues. In the middle of 1916, when 
Reserve note circulation hardly exceeded $150,- 
000,000, New York exchange on Sweden already 
stood at a premium of 16 per cent; one or two 
other neutral exchanges were running heavily 
against the United States during the same year. 
For that movement, at all events, inflation of our 
paper currency could not have been the cause. 
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To what, then, is the war-time movement of 
exchange against the United States to be ascribed? 
Primarily, to the facts that the rate for sterling 
exchange at New York was kept at a level far 
above that to which it fell in the other neutral 
markets; that, after we went to war, our own 
government’s resources were employed to sustain 
this artificial value; that those other neutral mar- 
kets sold their own sterling bills, the evidence of 
London’s current indebtedness to them, to the 
market which paid the highest price for sterling; 
that our own market thereby assumed a great 
part of London’s heavy indebtedness to the other 
neutral markets, and that the United States 
became consequently a debtor on balance to those 
markets, notwithstanding a balance of merchan- 
dise trade with them continuously in our favor. 

This is the economic aspect of the matter; it 
cannot easily be disputed. An economic move- 
ment of the kind does not always proceed visibly 
and directly; in this case, its course of operation 
was obscured by a multitude of confusing phe- 
nomena. In the main, however, the series of in- 
cidents was reasonably clear. Even in 1916, the 
British government’s large borrowings in Amer- 
ica (upwards of $500,000,000), although mostly 
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used to pay for war material, were also partly 
used for support of the sterling rate—a matter of 
obvious importance to England because, the fur- 
ther sterling depreciated at New York or on other 
markets, the greater proportionately would be 
the cost of products brought by the British gov- 
ernment from those markets and paid for through 
drafts on London.t This support was effected 
sometimes by direct purchase of sterling bills at 
New York, sometimes by purchase at New York 
of exchange on neutral markets, through remit- 
tance of which the trade indebtedness of England 
to those markets could be partly met without 
drawing bills on London. The last-named opera- 
tion necessarily caused great increase in the 
demand for New York exchange on neutral coun- 
tries, not occasioned by any transaction of the 
United States itself with them. In the six months 
after the War Loan Act of April, 1917, when the 
United States Treasury granted credits of $1,425,- 
000,000 to Great Britain and of $1,075,000,000 
to France and Italy,” the loans were designed 
primarily to finance purchases of food and war 


tW. G. P. Harding, ex-Governor Federal Reserve Board; 
‘“‘The Formative Period of the Federal Reserve System,” p. ror. 
2 Annual Treasury Report for 1917, p. 17. 
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material in the United States. But the Treas- 
ury, expressly in order ‘‘to preserve the credit of 
the governments of the Allies and to maintain 
their purchasing power in foreign markets,’ had 
“‘permitted the support of the exchanges of Great 
Britain, France and Italy upon the United States 
exchange markets’? with the proceeds of these 
loans,* and that was done through large extension 
of the operations already described. It is stated 
that for a time, in 1918, the British government’s 
direct purchase of sterling bills at New York 
(which might be re-sold at a more advantageous 
moment) averaged $40,000,000 per week. ? 

Even with England’s use of drafts on its new 
American credits to pay for part of its purchases 
in neutral markets, however, the balance of cur- 
rent indebtedness against London in those mar- 
kets remained very large; in the case of neutrals 
producing necessary war supplies, such as Spain, 
Sweden and Chile, it had doubled or trebled.3 
Therefore, even with England’s draft on its New 
York credits to meet part of these trade obliga- 
tions, sterling had depreciated more rapidly on 


t Annual Treasury Report for 1918, p. 38. 

2 Harding, p. 101. 

3 British Board of Trade, report on overseas trade in 1917; 
London Economist, March 2, 1918, p. 380. 
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those markets than at New York, where the full 
force of the American war credits was utilized to 
support exchange. By April, 1917, this trade 
indebtedness, combined with England’s aban- 
donment of gold payments, had brought the 
pound sterling 12 to 13 per cent below parity 
on such markets as Madrid and Stockholm, 
whereas the New York sterling rate, being 
‘‘pegged’’ by use of Great Britain’s American 
credits, held virtually unchanged around $4.75%, 
or only about 2% per cent under parity. 

The result of this artificial situation was, first, 
increasing purchase of American remittances to 
the neutral markets by the belligerent European 
governments, with a view to preventing further 
demoralization of sterling in such markets; sec- 
ond, a very considerable amount of selling, in 
New York’s relatively higher sterling market, of 
drafts on London drawn by the neutral markets. 
Since any sale of that nature was apt to be fol- 
lowed by remittance of the proceeds, from New 
York to the neutral market, the pressure of bids 
for neutral exchange at New York was necessa- 
rily increased by it still further.t What was actu- 
ally happening was that the burden of meeting 


* Harding, pp. ror and 102. 
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London’s payments to the outside neutral coun- 
tries was in great measure thrown on the Ameri- 
can market’s shoulders.* 

So far the case is clear enough. But the actual 
scope of the movement is not explained by the 
mere fact of foreign payments, made directly 
or indirectly in behalf of our allies. All precedent 
of the international market had shown that, when- 
ever New York exchange on any foreign country 
had risen to a rate at which gold could be shipped 
to that country without loss, such shipments would 
automatically prevent further advance in the 
exchange rate. This ‘‘gold-export point,’’ as com- 
monly fixed in pre-war days for transactions with 
Spain, for instance, was something near 1934 
cents per Spanish peseta, as against 1914 cents 
for par of exchange. But New York exchange on 
Madrid went to 20 cents even in 1916 and to 24 in 
the following year. 

The high rate of 1916 was quoted while the 
United States was shipping gold to Spain; during 
that year such shipments amounted to $17,000,000. 
For this seeming anomaly the main explanation 
was that cost of insuring and shipping gold, under 


t Annual Report Federal Reserve Board for 1918, pp. 53, 54, 
55: 
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the war-time hazards of ocean transportation, 
had widened the margin in exchange necessary 
to make such exports possible and had therefore 
fixed a higher ‘‘gold point”’ than in time of peace. 
In the case of Sweden, another influence predom- 
inated. Because of Sweden’s position as a heavy 
seller of goods to both Germany and the Entente 
Allies, gold had accumulated rapidly in the 
national bank, and fear that prices would conse- 
quently be unsettled led the Swedish parliament 
in 1916 to authorize the national bank to refuse, 
during a year from date, further acceptance of 
foreign gold.t Application of this very unusual 
decree made it impossible for New York to settle 
in gold an adverse balance on exchange with 
Sweden; therefore exchange on Stockholm, which 
could not now be met in gold, rose as far above 
the gold-export point as the bids of England’s 
agents for remittances or the purchases of Swed- 
ish bankers, bringing home from New York the 
proceeds of their sales of sterling, would carry it. 

But for the much higher premium on all the 
neutral exchanges after our declaration of war, 
the action of our own government was responsible. 


* Riksdag law of Feb. 8, 1916; London Economist, Feb. 26, 1916, 
p. 407. 
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The movement of foreign gold to the United 
States (mostly for account of England), which 
had caused a very large excess of gold imports 
even in the first four months of 1917, came to a 
halt when the Treasury’s program of war finance 
was put into effect. Its ‘‘complete cessation,” 
the Federal Reserve Board stated, was ‘‘a result 
of the entry of the country into the war and of the 
large credits given to the Allied governments.’’! 
During the first four months of 1917 our export of 
gold was $77,700,000; but our import was $334,- 
500,000, leaving $256,800,000 surplus of importa- 
tions. In the next five months, however, our gold 
exports, because of the above-stated movement 
of the neutral exchanges, had risen to $271,200,000, 
while our gold imports, chiefly because of absence 
of the former necessity to send us gold on behalf 
of England, had fallen to $193,700,000.2 In 
three months of the summer of 1917, the net loss of 
gold by the United States on foreign account 
reached $100,000,000.3 This outflow did not 
immediately impair the gold fund of the Federal 
Reserve, because the transfer of reserves from 


t Annual Report Federal Reserve Board for 1917, p. 20. 
2Monthly Summary of Foreign Commerce for September, 


1917, PD. 4. 
3 Federal Reserve Board, Annual Report for 1917, p. 20. 
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member banks was still in progress. In July, 
however, even the Federal Reserve banks began 
to report a decreased gold reserve; it had fallen 
$26,000,000 before the end of August, and the 
decrease bade fair to be continuous.* 

The Treasury then acted to control the move- 
ment. A statute adopted by Congress in October 
of 1917 provided that the president might “‘inves- 
tigate, regulate or prohibit . . . any transac- 
tions in foreign exchange, export or earmarkings 
of gold or silver,” and might apply such restric- 
tion to transactions ‘‘between the United States 
and any foreign country, whether enemy, ally, 
or otherwise.’’? 
Presidential orders of September 7 and October 
12, invoked to authorize such discretionary regu- 
lation by the Federal Reserve,* and to declare 
that, unless on the express approval of the Reserve 
Board, coin or bullion “‘shall not be exported from 
or shipped from or taken out of the United States 
or its territorial possessions.’’4 In pursuance of 
this order, the Board presently reported that 


These powers were now, by 


t Weekly statements of the Reserve Board, 1917. 

2 Trading with the Enemy Act, Oct. 6, 1917; Financial Chron- 
ticle, Oct. 13, 1917, p. 1479. 

3 Treasury Report, 1918, p.*41. 

4 Annual Report Federal Reserve Board for 1917, p. 21. 
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“applications for permission to ship gold to 
European neutral countries have been invariably 
declined.”* The interdiction was destined to 
continue, with gold released only for other coun- 
tries whose requirements arising from our own 
war-time trade were urgent, until June 9, I1919.? 
From the economic viewpoint, this action com- 
pletely changed the situation. The government 
at Washington had not, it is true, formally sus- 
pended gold payments. Unnecessary use of gold 
coin in private circulation had been officially dis- 
countenanced,? but the Reserve banks still pro- 
fessed to redeern in gold Federal Reserve notes 
actually tendered for redemption. The course 
of European war finance had already shown, how- 
ever, and was destined to show even more clearly 
after the war that, inasmuch as the principal occa- 
sion for asking redemption of paper currency in 
gold was to obtain the gold for export, an embargo 


t Annual Report Federal Reserve Board for 1917, p. 21. 

2 Federal Reserve Board, Annual Reports for 1917 and I919. 
Harding, p. 93. 

3N. Y. Assay Office, orders of Aug. 30 and Sept. 9, 1918. 
War Department, order of July 30, 1918, against officers taking 
gold abroad; Treasury Department, ruling of I918 against use 
of gold coins for holiday gifts. Financial Chronicle, Aug. 3, 1917, 
Pp. 443, 444; Nov. 10, 1917, p. 1845; Sept. 7, 1918, p. 939; Sept. 
14, 1918, p. 1047. 
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on gold exports was equivalent to such suspension. 
Even Great Britain, when the war began, officially 
described not only Bank of England notes but the 
war-time ‘‘currency notes’? as redeemable on 
demand in gold;* but when free gold exports were 
prevented—indirectly at first and afterwards 
directly, through introduction of a system of offi- 
cial licenses—the resultant actual depreciation of 
the British currency was never seriously ques- 
tioned. When gold payments on that currency 
were formally resumed in April, 1925, the resump- 
tion statute made no pretense of merely restoring 
gold convertibility of the notes; indeed, the power 
to redeem them in gold for possible purposes of 
hoarding was carefully circumscribed. The Act 
of 1925, in its language and intent, simply removed 
the embargo on ‘“‘free gold exports,” and all the 
markets recognized that action as return to the 
gold standard.? This being so, it is difficult to 
deny that our own embargo on gold exports from 
October, 1917, to June, 1919, was equivalent to 
suspension of gold payments during that period. 
The question, whether the action was or was 


* Currency and Bank Notes Act, Aug. 6, 1914. 
2 Winston Churchill, Chancellor British Exchequer, speech to 
Parliament, April 28, 1925. 
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not actually necessary, must remain indefinitely a 
matter of dispute; there is high authority for 
either conclusion. Even those responsible public 
officials, however, who today consider the embargo 
of 1917 to have been unnecessary, admit that con- 
tinuance of unrestricted gold exports might have 
resulted during war-time in the shipment of some 
$400,000,000 gold which, as we shall presently 
see, actually occurred in 1919 when the embargo 
was removed. The real question, therefore, con- 
cerns the probable effect on public confidence if 
gold withdrawals of such magnitude had been 
made from the Federal Reserve in war-time, and, 
therefore, the possible effect on the public attitude 
towards the government’s war finance. The 
two conclusions which appear to be incontrovert- 
ible, in the light of all the circumstances, are, 
first, that the war-time depreciation of the dollar 
was occasioned, not at all by our own domestic 
exigencies but by our government’s shouldering 
of the fiscal burden of its European Allies; sec- 
ond, that the large increase of Reserve note cir- 
culation during 1917 was itself in no respect a 
cause. 

If the Reserve Act had not been amended 
when we entered the war, and if the system’s gold 
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reserve had been left at the much smaller sum 
which was held before June, 1917, the inducement 
to obstruct gold exports of such possible magni- 
tude would obviously have been far greater. The 
depreciation of the dollar lasted only until the 
artificial ‘‘pegging’”’ of sterling at New York was 
abandoned in March, 1919, shortly followed by 
removal of the embargo on gold exports. Never- 
theless, even in the later months of 1918 the pre- 
mium on neutral currencies had been greatly 
reduced by skilful use of government funds to 
“‘stabilize” the market.* It is important to 
observe, as the Reserve Board pointed out at 
the time, that throughout the episode the single 
standard of prices was maintained in the United 
States and ‘‘not a double standard, one based 
upon the gold dollar and the other upon the paper 
dollar, as was the case during and after the Civil 
War.’’? 

We have seen, then, what were the causes for 
the war-time movement of foreign exchange 
against the United States. It remains to exam- 
ine the causes for the apprehensive action of other 


« Treasury Report, 1918, p. 39. 
2 Federal Reserve Board, Annual Report for 1918, pp. 86 and 
87. 
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financial markets, in face of easy money and of 
unprecedented buying of every kind of merchan- 
dise. Three urgent problems came instantly into 
sight as the country prepared for war—the im- 
pending congestion and blockade of the railway 
system, under the double strain of military and 
commercial orders; the violent rise in the price 
of food, whether bought for the army or for other 
uses, and, last of all but soon assuming a place 
of paramount importance, doubt over the possi- 
bility of instantaneous production of munitions 
in the quantity necessary to carry on the war, 
without shutting off essential home consump- 
tion, or clogging the ports and channels of distri- 
bution, or driving prices to unconscionable heights. 

Trouble on the railways began at once. From 
the beginning of our participation in the war, it 
had become a critical question how the com- 
panies, in an investment market whose entire 
resources were being absorbed into the war 
loans, could finance the unprecedented strain on 
their facilities through selling of new securities. 
But that was only one phase of the problem, and 
to the public a minor phase. Demand for imme- 
diate transportation to the Eastern seaboard, of 
the urgently-needed grain from the Middle West 
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and the war material from Pittsburg or Chicago, 
soon exceeded the capacity of the half-dozen trunk 
line railways connecting the necessary points. In 
the phrase of the day this freight, delivered to such 
connecting roads from scores of other Western 
and Southern railways, was now “‘poured through 
the neck of the bottle.’’ The trunk lines were 
blockaded with side-tracked freight, to move which 
there were neither sufficient main-line track facil- 
ities nor sufficient motive power. One obvious 
recourse was that railways whose location sub- 
jected them to no such abnormal strain should be 
called on to help out with their own locomotives 
and rolling stock, and in fact the Railroads War 
Board, organized by the railway executives from 
their own membership five days after declaration 
of war, pledged in behalf of 631 separate railways 
with 262,000 total miles of track that ‘‘during the 
present war they will co-ordinate their operations 
in a continental railway system; merging, during 
such period, all their merely individual competi- 
tive activities in the effort to produce a maxi- 
mum of national productive efficiency.”’? 

But this was more easily said than done. Al- 
though the board’s powers were only advisory, 

‘Clarkson, Industrial America in the World. War, p. 81. 
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not mandatory, the railways honestly strove to 
comply with its requests. At one time, in re- 
sponse to a call for spare equipment to break a 
serious Eastern blockade, it was immediately 
announced that ‘‘one hundred powerful locomo- 
tives will start within the next 24 hours to assist 
in moving the congested traffic East of the Miss- 
issippi and north of the Ohio,” the locomotives 
being provided by Western lines in proportion to 
the number owned by each.‘ Nevertheless, the 
larger the active facilities, the more bewildering 
grew the confusion caused by the blocking of 
east-bound loaded cars by -west-bound ‘‘emp- 
ties,’ the simultaneous pressure to get foodstuffs 
and munitions, the conflicting orders of different 
government departments for delivery of their 
consignments in advance of other freight. The 
railways finally declared that, in order to prevent 
an utterly paralyzing blockade, ‘‘action not 
within their power is essential’’; that there must 
be ‘‘co-operation of important military and indus- 
trial agencies of the government to avoid unnec- 
essary congestion”; that ‘‘a traffic officer with 
whom the railways can deal” ought to be at once 


t Fairfax Harrison, President Southern R. R., statement of 
Dec. 12, 1917. 
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appointed ‘‘to represent all important govern- 
ment departments in transportation matters.’’* 
But the congestion grew worse instead of better;. 
in December it was approaching a condition of 
chaos.?, When the traffic blockade threatened. 
to become complete, the Chairman of the Inter- 
state Commerce Commission reported to Con- 
gress that a decision as to government operation 
must be made at once; that, if the railways were 
to continue under private operation, they must 
be ready, whenever economy of necessary move- 
ment so required, for “‘surrender of exclusive use 
of terminal facilities, surrender at times of profit- 
able traffic to other carriers, and acceptance of 
less profitable traffic with resultant loss of reve- 
nue.”3 Dissenting from this suggestion that 
private management could under any circum- 
stances cope with the situation, another Inter- 
state commissioner asserted that private opera- 
tion was wholly unable to accomplish such results; 
because, as the experiment from April to Decem- 
ber had in his opinion proved, ‘‘the element of 
self-interest, the traffic influence, is a persistent 


t Fairfax Harrison to Chairman Senate Interstate Commerce 
Committee, Dec. 9, 1917. 

2 Interstate Commerce Commissioner McChord, Dee. 5, 1917. 

3 Commissioner H. C. Hall, report to Congress, Dec. 5, 1917. 
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factor in postponing and resisting measures that 
seek to disregard individual rights in the effort 
to secure transportation results as a whole.” 
Therefore he urged that the President ‘‘exercise 
the power . . . to take possession and assume 
control of the transportation systems.’”’! All the 
commissioners agreed that, if this were to be done, 
there ought to be “‘suitable guarantee to each 
carrier of an adequate annual return for use of 
its property, as well as of its upkeep and mainte- 
nance.’’? 

When the decision could no longer be deferred, 
President Wilson accepted the view that govern- 
ment operation was inevitable and, on December 
26, 1917, announced that all the railways would be 
immediately taken over by the government. At 
the same time he suggested, as the basis of com- 
pensation to the railways by the government, 
‘“‘the average net railway operation income of 
the three years ending June 30, 1917.3 This 
proposal Congress incorporated into law, provid- 
ing also for operation by the government not only 
during the war but ‘‘for a reasonable time there- 


t Commissioner C. C. McChord, report of Dec. 5. 
2 Commissioner H. C. Hall, report of Dec. 5. 
3 President Wilson’s address to Congress, Jan. 4, 1918. 
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after, not exceeding twenty-one months after 
the Treaty of Peace.”* The public received this 
news with something of consternation; the rail-. 
ways, unquestionably with relief. Unprece- 
dented as was the magnitude of freight pressing 
for transportation, they had seen themselves 
menaced with disastrously reduced net earnings; 
partly as a result of the always costly traffic 
blockade, partly because of the swiftly mounting 
cost of wages and supplies, partly because of the 
difficulty of raising money in a market monopo- 
lized by the war loans. During the first nine 
months of 1917, gross receipts of the railway 
that carried most of the war munitions had in- 
creased 115¢ per cent over 1916, yet, its net 
income from operation actually decreased 17 per 
cent,? and this was typical of all the trunk line 
railways. The compensation clause as framed in 
the Act of Congress, on whose terms it had been 
impossible to reckon beforehand, meant at least 
that a living income would be guaranteed to 
them. 


* Federal Control Act, March 21, 1918. 

2S. D. Warfield, report to National Association of Owners 
of R. R. Securities, Jan. 15, 1918. 

3 Samuel Rea, President Pennsylvania R. R., testimony before 
Interstate Commerce Commission, Nov. 5, 1917. 
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Under the government’s Director-general, whose 
orders were thenceforth to supersede all existing 
statutes and regulatory bodies, the transfer of 
authority was made. The immediate result was 
sweeping reduction of non-essential passenger train 
service, which amounted in all to 2,200,000 miles 
per month;' redistribution, to roads which had 
not enough of cars and locomotives to move their 
freight from inland producing points to the Atlan- 
tic seaboard, of surplus equipment reported by 
other railways; diversion to the least congested 
lines of empty cars returning westward; transfer 
of traffic, wherever possible, to railways whose 
grades were most favorable to rapid and econom- 
ical transportation; finally, common use by all 
railways of the terminal facilities of any company 
at the large commercial centres. This radical 
readjustment was mandatory, not advisory; all 
railways in the country were operated as if they 
constituted a unified system with a single owner- 
ship. The unified operation broke the traffic 
blockade, although with very great incidental 
change in the traffic affiliations of many railways 


t Report of A. H. Smith, regional director for the East, to 
Director-General of railways, May 29, 1918. 
2 Thid. 
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and with sweeping upward revision both of trans- 
portation rates and wages of labor; all of which 
colored deeply the railway situation after the war. | 

Some of the roads, whose location was especially 
favorable for rapid Eastward shipment of grain 
and war munitions, enlarged immensely their hold 
on highly remunerative traffic. The facilities of 
others were restricted to one class of freight; 
some of the less-advantageously located lines lost 
what had previously been their most profitable 
business, or were used for hauling back westward 
the empty cars which had brought freight to the 
coast over other lines. A strong effort was made 
to reduce incidental ‘‘overhead expenses” through 
unified control. Individual ticket offices, except 
in the railway stations, were replaced in the cit- 
ies by ‘“‘consolidated offices’’; the Director Gen- 
eral reported saving of $25,566,633 on that account 
in the first seven months, and of $7,000,000 in 
advertising." These savings, however, counted 
little against the rising tide of increasing costs in 
other directions. The same report admitted a 
rise of 50 to 70 per cent in cost of materials and 
in wages for the 1,700,000 railway employees. 


* Report of Director-General McAdoo to President Wilson, 
Sept. 3, 1918. 
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Demands for higher wages were in fact conceded 
with little or no hesitation; but the advance in 
freight rates, granted to offset this mounting cost 
of operation, was only 25 per cent.' A little 
later, control of the telegraph lines and cables 
was taken over by the government? but with less 
important consequences to the condition and 
earning power of those industries, whose private 
operation was already highly centralized. What 
the new dispensation would mean in the longer 
future, especially in regard to the much-discussed 
government-ownership propaganda, it was left 
for circumstances to determine. The Congres- 
sional statute set forth (with scrupulous care not 
to commit itself) that ‘‘nothing herein is con- 
strued as expressing or prejudicing the future 
policy of the Federal government concerning 
ownership, control or regulation of the carriers.’’3 
We shall presently see how that policy was deter- 
mined, and why, in the legislation of 1920. 

At the very moment in which this new chapter 
of railway history was unfolding, the government 
was forced to immediate action on the price of 


t Report of Director-General 

2 Proclamations of President Wilson; July 23, Nov. 2, 1918. 

3 Act to Provide for Operation of Transportation Systems 
while under Federal Control, March 21, 1918. 
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food. The American wheat crop of 1916 had run 
short; it was barely half the harvest of 1915, 
and wheat had touched $2 per bushel at Chicago in 
November. After falling back in January, 1917, 
it rose to $2.15 on our government’s declaration 
of war in April, and on May 11 reached the high 
point of $3.45. This was a much higher price 
even than the maximum reached in our own depre- 
ciated-money period of the Civil War, when the 
Chicago market never got above the price of 
$2.85, paid in May, 1867. Such an advance 
made it evident that speculation could not be 
left to run an unobstructed course, especially as 
another equally short crop was foreshadowed for 
1917. 

On May 12, 1917, the Chicago Board of 
Trade itself officially suspended transactions in 
wheat for delivery during that month, fixing at 
$3.18 the ‘‘settlement price’’ for trades already 
made. On August 8, Congress passed a measure 
which it had been debating for three months; it . 
authorized the President, ‘‘as far in advance of 
seeding time as practicable, to determine and 
fix... .a reasonable guaranteed price for 
wheat.”” To make such a price effective, he was 
authorized also ‘‘to purchase any wheat for which 
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a guaranteed price shall be fixed . . . and to 
hold, transport or store it, or to sell, dispose of, and 
deliver the same to any citizen of the United 
States or to any government engaged in war with 
any country with which the government of the 
United States is or may be at war.’’* The stat- 
ute coupled this discretionary authority with the 
stipulation that the price for standard grades of 
wheat raised in 1918 should be fixed ‘‘at not less 
than $2 per bushel at the principal interior mar- 
kets,” this minimum to be “binding until May 
I, 1919.” It should be observed that the price 
thus designated by statute, although much below 
the market’s price of $3.45 on May 11, had never 
but once been reached between 1869 and 1916 on 
the Chicago Board of Trade, that single exception 
occurring in the famous ‘‘Hutchinson corner”’ of 
1888, when the normal price ranged around 75 
cents shortly before and after the speculative 
operation. 

The President’s first action was to appoint a 
Food Administrator; he selected Herbert Hoover, 
who had already achieved world-wide celebrity 
for his extraordinarily successful administration of 
food relief in Belgium. The Administrator was 


t Food Control Act. Aug. 8, 1917. 
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to conduct his operations through a so-styled 
Grain Corporation of seven members, with a 
capital stock of $50,000,000; subscribed by the 
United States government and afterwards in- 
creased to $500,000,000. The ‘“‘fair price’ of 
wheat was next fixed for the crop of 1917, by an 
independent committee named by the President, at 
$2.20 per bushel,—lower than the $2.50 price 
which the farmers asked, but higher than the 
$1.50 price for which the purchasing foreign gov- 
ernments argued or the $1.84 price urged by the 
representatives of labor.* The decision for this 
relatively high price was based, first on the short- 
age of the American wheat crops of 1916 and 1917, 
—for the harvest of our first war year, 636,000,000 
bushels, was no larger than the short crop of 1916 
—second, on the wish to stimulate increased plant- 
ing for the next year’s crop, third, on the desir- 
ability of restricting home consumption without 
excessively burdening the consumer. At the 
beginning of the 1918 crop year, the guaranteed 


* President Wilson, executive orders of Aug. 10 and Aug. 14, 
1917. 

2 Report of the President’s Committee on Wheat Prices, Aug. 
30, 1917. ‘‘The Stabilization of the Price of Wheat during the 
War,” U. S. Grain Corporation, 1925; p. 43, 44, 45. 

3 [bid. 
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price was by proclamation raised to $2.26, Chi- 
cago, in order to compensate for a 25 per cent 
rise in railway rates.* 

The minimum price having thus been estab- 
lished on August 30, 1917, the government’s Grain 
Corporation undertook nothing less than to pur- 
chase at the $2.20 price all of the American wheat 
crop that should be offered to it. Produce thus 
purchased was re-sold, either at cost or at a very 
moderate profit, to home and foreign buyers. 
Any private grower of wheat was at liberty to sell 
to private purchasers for more than the guaran- 
teed price, if he could get it.. In point of fact, 
as much as $3.50 per bushel was paid at Chicago, 
on private sale, during the period of the Food 
Administration’s activities, for exceptionally good 
wheat. But a lower price than $2.20 per bushel, 
so long as the quality of the wheat came up to the 
grade prescribed, was not possible while the Grain 
Corporation’s bid held good. Speculation in 
wheat had been prohibited by the grain exchanges 
themselves at the request of the Food Adminis- 
tration,? and whereas the speculator, through the 


t “Stabilization of the Price of Wheat,” p. 17. 

2 Herbert Hoover, letter to Chicago Board of Trade, Aug. 11, 
1917; Statement by President Chicago Board of Trade, Aug. 21; 
by Minneapolis Chamber of Commerce, Aug. 22. 
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“carrying charge’’ involved in his operation, had 
in the past paid most of the cost of holding wheat 
for deliberate sale and distribution when sale of 
all at once at harvest-time would have swamped 
the market, that cost was now assumed by the 
government’s agency. 

The actual situation of the wheat trade, dur- 
ing the thirty-three months of the Corporation’s 
existence from September I, 1917, to May 31, 
1920 (for its work extended over the year and a 
half after the armistice), was that the so-called 
“financing of the wheat crop,”’ always one of the 
largest autumn burdens on the grain markets and 
the banks, had been wholly assumed by the United 
States government.' How great a requisition 
was thereby lifted from private industry may be 
judged from the fact that the Grain Corporation, 
during that period, actually bought and marketed 
492,000,000 bushels of wheat and 57,600,000 bar- 
rels of flour; the cost of all the foodstuffs thus 
purchased with the corporation’s capital, and its 
war-time bank borrowings of $385,000,000, ex- 
ceeding $3,735,000,000.2, We shall find this fact— 
the government’s assumption of the responsibil- 


* “Stabilization of the Price of Wheat,” pp. 13, 17, 58. 
2 Ibid., pp. 17 and 58. 
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ities usually undertaken by the banks and the 
money market—to have been very singularly 
overlooked by the grain trade during 1920. Yet 
after all these immense transactions, the Grain 
Corporation was able in the end to repay to the 
Treasury the $500,000,000 which by that time 
the government had invested in its capital stock, 
plus $59,000,000 interest and surplus;' a most 
unusual achievement in war-time finance. 

The result of the Food Administration’s hand- 
ling of the wheat crop was that, whereas normal 
home consumption would ordinarily have left 
practically no surplus for export from so small an 
American yield as that of 1917, in actual fact 
138,000,000 bushels were shipped to the Allied 
countries, whose own harvests of 1917 had fallen 
231,000,000 bushels short of their pre-war aver- 
age.?, From the wheat harvest of 1915, Ameri- 
can home consumption was 590,000,000 bushels; 
from that of 1916 it was 493,000,000; from that 
of 1917 (marketed mostly in 1918), it was only 
452,000,000. As against an average per capita 
consumption of 5.74 bushels from the 1915 crop 
and an average of 5.30 bushels from the ten crops 
preceding that of 1918, the figure fell to 4.30 for 


«** Stabilization of the Price of Wheat,” p. 59. 
2 Ibid., pp. 12 and 16. 
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the crop consumed in 1918." This remarkable 
result was achieved partly through the Food 
Administration’s method of distributing the wheat 
which it purchased, but much more directly 
through the government’s appeal to the people for 
economy in use of food and the people’s volun- 
tary response to that appeal. At the end of 
1917 Mr. Hoover publicly announced that ‘“‘all 
exports of wheat from now onward are limited 
entirely to saving made by the American people 


22 


in their consumption,’’? and the response was 
immediate. The decision of city hotels, restaur- 
ants and railway dining cars to observe ‘‘wheat- 
less Wednesdays”? and ‘‘beefless Tuesdays”’ re- 
sulted in a single week, the Food Administrator 
stated, in the saving of 116 tons of meat and 620 
barrels of flour. 

When the crisis grew more urgent, the Food 
Administration urged the observance of two 
‘‘wheatless days’? each week instead of one and 
the sale of wheat flour by retailers only along with 


tChicago Daily Trade Bulletin estimates; Year Book U. §. 
Agricultural Dept. for 1918, p. 681. 

2 Statement for Food Administration, Dec. 10, 1917. 

3N. Y. City Hotel Association, Oct. 2, 1917. Statement of 
Food Administration, Nov. 22. Financial Chronicle, Oct. 6, I9I7, 
p. 1366; Dec. 1, p. 2145. 
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sale of an equal weight of other cereals,* and at 
the beginning of 1918 the President called for 
further reduction of 30 per cent in home con- 
sumption of wheat.? The British Food Commis- 
sioner had cabled the Food Administration in 
January that, unless our wheat exports to the 
Allies were to be 75,000,000 bushels in the next 
six months, he could not “‘take the responsibil- 
ity of assuring our people that there will be food 
enough to win the war.” We had already ex- 
ported all the surplus which normal home con- 
sumption would have left from a wheat crop as 
small as that of 1917;4 yet, between that date 
and the end of the grain season, we exported 
73,000,000 bushels more.’ The wheat used for 
home consumption from the 1917 crop was less 
by 112,000,000 bushels than in the season after the 
harvest of 1915.° Nevertheless, such was the 
pressure to provide for the urgent needs of Europe 
that in July, when the new crop of 1918 began 


t Food Administration, notice of regulations, Jan. 26, 1918. 

2 Proclamation of Jan. 18, 1918. 

3 Message of Lord Rhondda to Food Administration; statement 
of Food Administration, Jan. 25, 1918. 

4 Ibid. 

sU. S. Agricultural Department reports. ‘‘Stabilization of 
the Price of Wheat,” p. 39. 

6 Thid. 
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to come upon the market, there was less than 
ten-days’ supply of the old crop left.* 

As to what, immediately or in the long run, 
was the effect of the government’s operations on — 
the price of wheat and the farmer’s profits, com- 
pared with probable results in a free and open 
war-time grain market, on that point there has 
been some dispute. The fixed-price policy was 
certainly adopted with the primary view of stop- 
ping the extravagant speculation which had car- 
ried the price above $3; hence the very general 
belief that the market was kept down by govern- 
ment intervention. On the other hand, the Allied 
governments had pointed out that, at the moment 
when the American price was being fixed at $2.20 
in August, 1917, wheat was selling in Australia 
at $1.14 and in India at $1.07, and had been offi- 
cially placed by the European consignees at 
$1.80.2, Mr. Hoover’s judgment, stated after the 
wheat-control experiment had ended, was that, 
but for the action of our government, ‘‘the farmer 
would have realized far less for his wheat.’’3 The 
Grain Corporation’s statistician calculated that in 


t Food Administration, statement ic Dec., 1918. 
2“ Stabilization of the Price of Wheat,” pp. 13, 21, 43, 76. 
3 Ibid., p. 7. 
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1917 actual profits of American wheat farmers 
over all expenses were more than double the max- 
imum profits of any year since the war began and 
that the profits of 1918 were larger stilI—$815,545,- 
000, as against $642,837,000 in 1917 and $296,- 
252,000 in 1916; also that wheat had held further 
above the pre-war price during those two years 
than the general run of non-agricultural prod- 
ucts.* 

That the farmer was a direct beneficiary, and 
on a very substantial scale, from war-time condi- 
tions, was therefore reasonably evident; the farm- 
er’s own view of the case was indicated by the 
increase of 4 per cent in the area sown to win- 
ter wheat in the autumn of 1917 and the further 
increase of 16 per cent in the next autumn’s 
plantings. But the question of manufacturing 
production presented a different aspect. Even 
before the United States entered the war, the 
demand of the belligerents for war material ex- 
ceeded the capacity of the American industrial 
plant; in March, 1917, the price of metals and 
metal products averaged 40 per cent above the 


t “ Stabilization of the Price of Wheat,” pp. 8 and 85. 
2Department of Agriculture, December estimates, 1917 and 
1918. 
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same month in 1916 and 160 per cent above 
July, 1914.% All indications pointed to a further 
and much more rapid advance if the market was 
left to its own devices, with the war orders of the » 
United States government superimposed on the 
steadily increasing requisitions from the Euro- 
pean belligerents. 

As a natural consequence, prices of manufac- 
tured products, especially of materials for war 
munitions, rose violently when the United States 
declared war. Iron, for instance, advanced be- 
tween March and July, 1917, from $3214 per ton 
to $521, steel plates from $41 to $9; the average 
price of metals being then 31% times the average 
of 1913. Copper, of which the army and navy 
needed 45,000,000 pounds at once and whose 
average price at the end of 1915 had been 22% 
cents a pound and 29% at the end of 1916, had 
risen to 37 cents; chemicals, which in 1916 had 
averaged 81 per cent above 1913, went in Sep- 
tember, 1917, to a figure 123 per cent above the 
pre-war average.? Along with these exorbitant 
prices, all industries were in confusion because of 


*“ Wholesale Prices, 1890 to 1923,”’ U. S. Bureau of Labor, 
Statistics, 1925, p. 16. 

* Clarkson, Industrial America in the World War, pp. 162 and 
164; ‘‘Wholesale Prices, 1890 to 1923,’’ pp. 9 and 17. 
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the sudden overstrain on labor and transporta- 
tion. 

The situation plainly demanded regulation, yet 
it was not practicable for the government to take 
over manufacture as it had taken over the wheat 
trade. The only official body in the field was the 
War Industries Board, organized on July 8, 1917, 
by the Council of National Defense. That coun- 
cil had been established by law in 1916 to inves- 
tigate the industrial situation,* and its own state- 
ment of purpose in organizing the War Industries 
Board was merely that the new board, which as a 
separate organization was unknown to the stat- 
ute law, should ‘‘act as a clearing-house for the 
war-industry needs of the government,” deter- 
mine ‘‘the best means of increasing production,” 
report on ‘‘the relative urgency of the needs”’ of 
the different services, and ‘‘consider price fac- 
tors. "7 

The program was purely advisory; it was based 
on absolutely no mandatory powers. The advis- 
ory powers were exercised at the start only in the 
way of argument and persuasion addressed to 


tB. M. Baruch, American Industry in the War; a report of the 
War Industries Board, 1921, pp. 21, 22; Clarkson, p. 22. 
2 Baruch, p. 22; Clarkson, pp. 36, 37. 
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industrial producers. Even this, however, accom- 
plished such considerable results in the spring of 
I917 as agreement on a price of 162% cents a 
pound for copper, in an army order placed when . 
the open market stood at 37. That arrange- 
ment was made even before our actual declara- 
tion of war; shortly afterward, contracts for steel, 
lead and lumber were made at prices running to a 
cut of one-third below the market.* But diver- 
gence of opinion was very great, resistance fre- 
quent, and meantime the chaos of conflicting 
‘priority orders’? from different government 
bureaus was reducing deliveries by railway to 
such complete confusion and uncertainty that the 
blockade of inland yards actually necessitated at 
times the lifting-out of hopelessly side-tracked 
cars with cranes, while the congestion of ocean 
terminals compelled the unloading of freight in 
open fields twenty or thirty miles back. 

In this paralyzing situation, when the Amer- 
ican army was at last moving in force to Europe, 
when the European campaign was itself approach- 
ing the crisis of the war and when, therefore, 
demand for instantaneous shipment of the block- 


t Clarkson, p. 162. 2 Tbid., p. 164. 
3 Ibid., 138, 139. 
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aded war munitions to the coast became extremely 
urgent, President Wilson formally extended the 
functions and powers of the War Industries Board 
with a view to ‘‘creation of new facilities,” ‘‘con- 
servation of resources,” advice to the government’s 


ce 


purchasing agencies ‘“‘with regard to prices to be 
paid”’ and ‘“‘determination of priorities of produc- 
tion and delivery;’* the last-mentioned function 
referring to the guarantee of right-of-way for 
speedy shipment over the congested railways or 
the refusal of any such privilege. The board’s 
authority, thus cautiously described in order not 
to exceed the letter of the law, was in reality 
supported and was known by, industry to be sup- 
ported with the almost unlimited executive war 
powers, formulated or implied.2 The Chairman- 
ship of this important commission was entrusted 
to Bernard M. Baruch, a man of great per- 
sonal energy, independence of business affiliations 
and knowledge of industrial conditions, who in 
due course surrounded himself with a group of 
equally energetic and experienced men of affairs. 
These administrators severally assumed control of 


t President Wilson, letter of instructions to B. M. Baruch, 
March 14, 1918. 
2 Clarkson, p. 95. 
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such tasks as granting priority of transportation, 
allocating materials and manufacturing resources, 
determining prices, applying commercial econ- 
omy and conservation, directing conversion of 


ce 


industrial plants from ‘‘non-essential’’ to ‘‘essen- 
tial’? production; the criterion for judgment as 
between the two qualities being, first the impera- 
tive needs of war and second, the irreducible 
minimum of home requirements. 

Although lacking statutory authority in any of 
these directions, the Board indirectly possessed 
wide powers. It was known to be able, by vir- 
tue of the President’s co-operation, to act through 
the Railway Administration in granting or with- 
holding ‘“‘priorities’’ of shipment; through the 
war power of the army, navy, food, fuel and ship- 
ping boards in the matter of outright comman- 
deering, and through its own ability to control dis- 
tribution of material for manufacture. Acting 
on the advice of the War Industries Board, the 
Director of Railways could relegate to the ‘‘non- 
essential category’’ the transportation of raw 
material consigned to an obstinate manufac- 
turer, which would mean indefinite delay. The 
War or Navy Department could in the same way 
appropriate to its own uses the manufacturer’s 
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raw material, and the War Industries Board could 
exert its own pressure on the producer of raw 
material to send the consignments elsewhere. It 
is to the credit of American manufacturers that 
this direct coercion rarely had to be applied. The 
instinct of patriotism in the walks of industry 
itself, when appealed to by visibly efficient and 
responsible public officiais, rendered application 
of the compulsory powers usually unnecessary.' 
Exercising these legally vague but practically 
very effective powers, and purely by negotiation 
with the manufacturers, the War Industries 
Board brought down the price of steel billets for 
war purposes to $45 per ton as against a ruling 
market price above $100, of lead from 11 cents to 
8, of aluminum from 60 cents to 32, and so through 
a long list of other essential materials.? This 
achievement called a halt in the traditional ‘‘war 
profiteering,’ but it was only a part of the Board’s 
task. Industries ‘‘non-essential’’ for the needs 
of war were not, as had at first been suggested 
in public discussion, put out of commission, 
but thousands of plants were made to convert 
their productive facilities from non-essential to 


t Clarkson, pp. 94-99, 177, 188-190. , 
2 Ibid., pp. 318, 356, 359, 399. 3 [bid., pp. 184, 185. 


270 The War Period of American Finance [1918 


essential products, and some were asked to close 
their doors to release the labor needed elsewhere. * 
In the matter of passenger automobiles, after pro- 
longed negotiation, preference in allotment of ma- 
terials was granted by the Board to manufacturers 
who should agree not to exceed 25 per cent of the 
1917 output.? At the same time, the work of en- 
larging capacity of war production was extended by 
every conceivable device. 

The process of ‘‘converting’’ machinery from 
commercial to military output was not confined 
to turning locomotive and kindred plants to pro- 
duction of shells, as in 1915. In the war produc- 
tion of 1918, automobile plants were diverted to 
production of air-planes, toy-plants to packing- 
boxes, manufactories of stoves to grenades and 
mortar-bombs, of carpets to army blankets and 
duck, of furniture to ammunition boxes, of horse- 
shoes to trench picks. In the close economizing 
of material under the scrutiny of the Board’s 
“conservation division,’ pressure was successfully 
applied to reduce the sizes and types of ploughs, 
wheels and wagon bodies, to shorten the ‘‘uppers”’ 


* Clarkson, pp. 244, 245. 
? Baruch, p. 271; Clarkson, pp. 336-343. 
3 Baruch, p. 42; Clarkson, p. 248. 
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of shoes for civilian use, to adopt the simplest 
standards of clocks and pocket-knives, to limit 
the length of coats and overcoats, to restrict the 
use of wool in shawls, of steel in corsets, even of 
brass and copper in funeral apparatus.' The 
conservation policy touched the civilian even more 
closely when, in addition to the ‘‘meatless Tues- 
days” and ‘‘wheatless Wednesdays,” the Fuel 
Administration added ‘‘heatless Mondays” for 
fuel conservation,? in observance of which order 
department stores, factories not working on war 
material, even the Stock and Produce Exchanges, 
suspended business on that day,’ and when rigid 
restriction of superfluous street lighting trans- 
formed even New York City’s ‘‘White Way” into 
a sombre evening thoroughfare. 4 

The result of this energetic program, to which 
the country submitted willingly and even enthu- 
siastically, was soon strikingly visible in the wholly 
unimagined stream of war material which poured 
out from the United States to the European 
army storage centres and which, through concen- 
tration of labor and material on the new ship- 


« Baruch, pp. 63-67; Clarkson, pp. 221 and 224. 

2 Order of N. Y. State Fuel Administration, Jan. 17, 1918. 
3 Financial Chronicle, Feb. 2, 1918, p. 448. 

4 Order of Fuel Administration, Dec. 31, 1917. 
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construction industry, made possible that indus- 
try’s extraordinary achievement—production of a 
transport fleet that grew from practically nothing 
in April, 1917, to nearly 500 ships before the armi- 
stice, with a tonnage of 3,800,000, or twice the 
entire American ocean marine of 1917.7 It was 
largely the work of the War Industries Board in 
regulation of industry, combined with its close 
watching of ‘‘priorities” of freight on the unified 
railway system and supplemented by the amaz- 
ingly effective work of the instantly-constructed 
shipbuilding plants, which made possible the 
arrival in 1918 of 2,000,000 American soldiers at 
or near the battle-front with an inexhaustible 
supply of ammunition, followed by Ch&teau- 
Thierry, the breaking of the Mihiel Salient, and 
the retreat of the German army. 

But the Board’s achievements had a different 
result in another direction. The program of regu- 
lation laid a heavy hand on the ‘‘war profits”’ of 
1916 and 1915. While prices for essential mate- 
rials were, as we have seen, held down in a man- 
ner never attempted before our own government’s 
entry into the war, wages were rising on the aver- 
age more than 20 per cent over 1916 and all costs 

t Clarkson, p. 134. 
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of production were similarly advancing. On top 
of this handicap to expansion of profits in propor- 
tion to the increased orders, the ‘‘excess profits 
tax”’ on corporations, for which $2,045,000,000 
was assessed in the budget for the fiscal year 1918,* 
drew heavily on surplus earnings of the compan- 
ies. 

Gross receipts from its sale of manufactured 
goods by the United States Steel Corporation in 
1918 were $1,744,312,000, against $1,683,962,000 
in 1917 and $1,231,473,000 in 1916; but manu- 
facturing costs increased $235,875,000 in I9I7 
and $131,656,000 more in 1918. When the Fed- 
eral war tax was deducted—$233,465,000 in 1917 
and $274,277,000 in 1918—total net profits in 
1918 were smaller by $120,071,000 than in 1916, 
although gross earnings had risen $512,839,000. 
Net earnings of the General Motors corporation 
were $6,472,000 larger in the calendar year 1918 
than in the twelve months ending with July, 
1917, but payment of war taxes had increased 
$16,060,000. Sales by the Baldwin Locomotive 
Company, whose plant was largely converted to 
manufacture of war material, were greater by 


t Commissioner of Internal Revenue; Treasury Report, 1918, 
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$63,960,000 in 1918 than in 1916, but its net prof- 
its after deducting war tax increased only $3,133,- 
000. The du Pont de Nemours powder plant 
made $10,276,000 larger sales in 1918 than in — 
1916, but its final net earnings were $34,792,000 
smaller. 

This was the story of practically every war- 
time industry. It answers somewhat conclusively 
the sweeping allegations which are still repeated 
regarding the abuse of “‘profiteering’’ during our 
participation in the war, and it also explains what 
seemed at the time the paradoxical decline in 
shares of such companies on the Stock Exchange, 
in face of the unprecedentedly large war con- 
tracts. Railway shares had recovered when the 
worst apprehensions of the companies were relieved 
by the terms of government control, and the bas- 
ing of the guaranteed compensation on the actual 
results of the three years prior to 1917 fixed for 
the criterion a period in which net annual income 
of the railways, as reported by the Interstate 
Commerce Commission, averaged larger than in 
preceding years.* But the duration of the gov- 
ernment’s guarantee was strictly limited. Back 


‘Interstate Commerce Commission Annual Reports; 1917, 
P. 91; 1914, P. 93. 
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of all these considerations, in the markets of 1917 
and 1918, stood the doubt which had repeatedly 
overclouded the financial horizon in the earlier 
war years—what would happen to trade in general 
and to the expanded industrial organization in 
particular, if the war were suddenly to end. 
Nevertheless, in spite of adverse foreign ex- 
changes, immensely increased taxes and reduced in- 
dustrial profits, the economic position of the United 
States in the last stages of the war was in all essen- 
tial respects extraordinarily strong. The export 
surplus in our foreign trade ran well beyond 
$3,000,000,000 during both of the calendar years 
1917 and 1918, as against $1,776,000,000 even in 
1915. The gold-import movement of 1916 had 
ceased, yet the country’s stock of gold at the end 
of 1918 was 40 per cent of the whole world’s 
reported gold reserves,* whereas in 1914 the pro- 
portion could not greatly have exceeded 25 per 
cent. Notwithstanding the very great increase in 
note and deposit liabilities of the Federal Reserve 
between April, 1917, and November, 1918, the 
twelve reserve banks reported in armistice week 
cash holdings larger by $496,000,000 than was 
required for the stipulated legal percentage of 
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liabilities.' With the advances of our govern- 
ment to its European Allies, after April, 1917, the 
United States had become indisputably the cred- 
itor nation of the world, and it was certain to 
retain that position on return of peace. Calcula- 
tions of economic experts, it is true, subsequently 
reached the conclusion that on international 
account the total payments made by the United 
States to other nations, between July, 1914, and 
the end of 1918, had been $437,000,000 greater 
than the payments made by the outside world to 
the United States.2 But that was a manifest 
consequence of the prodigious loans to Europe 
by our market and our government; actually, 
therefore, the estimate provided further testi- 
mony to the country’s economic resources. 

The attention of the American people was 
directed far more closely to the progress of the 
war itself, during the eighteen months after April 
6, 1917, than to economic vicissitudes at home. 
Even the financial markets, despite their general 
downward trend, responded by rapid movements 
in one direction or the other to the series of epoch- 


* Federal Reserve Board, weekly statement of Nov. 8, 1918; 
Annual Report for 1918. 

? Harvard University Review of Economic Statistics, July, 1919; 
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making events on the European battlefront—the 
futile attack on the ‘‘Hindenburg line” in the 
summer of 1917; the collapse of the Russian cam- 
paign in July, followed by the Bolshevik revolu- 
tion in November; the rout of the Italian army in 
October; the breaking of the British line by Luden- 
dorfi’s offensive of March, 1918; the forward 
movement of Foch in the following July with his 
American reinforcements, which marked the be- 
ginning of the end. It might have been imag- 
ined that the Stock Exchange would have re- 
sponded with a greatly accelerated fall of prices 
to the ominous news of March, when consterna- 
tion seized on our people,-when the newspapers 
published Sunday afternoon ‘‘extras’”’ to cover 
the latest battle news, when the talk was some- 
times of the British army ‘‘driven to its ships”’ 
and sometimes of continuance of the war through 
1919, and when even Marshal Foch was quoted as 
sententiously expressing his doubt as to whether 
the Americans might not ‘“‘miss the 1918 train.’’* 

But the Stock Exchange displayed at that 
moment its traditional power of insight; the 
stock market held absolutely firm in the face of 
the alarming news, began to advance when Foch 
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launched his counter-offensive on July 18, then 
rose vigorously when Germany, disastrously de- 
feated along the entire battle-front, at last made 
its appeal to the President for terms of peace on 
October 6. On the false report of November 7, 
that the armistice had already been signed, the 
markets reflected by a violent upward movement 
the outburst of popular jubilation which accom- 
panied that curious incident. Just as the people 
at large, the force of whose enthusiasm had been 
largely spent in the premature celebration of the 
7th, received in something like a spirit of calmness 
the authentic news, on November I1, that the war, 
was actually over, so the financial markets paused 
uncertainly, more disposed to discuss the prob- 
abilities of the unknown future than to express 
exultation over what had already happened. No 
one professed to foresee with any clearness what 
would be the next chapter of our financial and 
industrial history. 


CHAPTER VI 
THE FIRST YEAR AFTER THE WAR 


T is not easy to discover exactly what immediate 
movement of events was expected, even by 
statesmen and financiers, to follow termination 
of the war. Politically the belief had been enter- 
tained, long before the armistice, that the Austro- 
‘Hungarian Empire would disintegrate, that im- 
portant changes in form of government would 
occur in the rest of Central Europe as they had 
already occurred in Russia, and that probably 
the German Kaiser’s abdication would be inev- 
itable. But those expectations scarcely prepared 
the world for the events and incidents which 
crowded on one another’s heels at the news of 
peace, in such rapid succession as to leave the 
reader of the news almost as bewildered men- 
tally, and quite as unable to know what to look 
for next, as he had been in the first week of Au- 
gust, 1914. The instantaneous downfall, not only 
279 
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of the Kaiser but of the Austrian Emperor and 
of all the hereditary provincial potentates of Ger- 
many, the reversion of the old and the new states 
of Central Europe to republican government, 
came in a simultaneous rush of news which left 
the imagination ready for anything. 

It had been predicted by public men and inti- 
mated by labor leaders, while the war was still 
in progress, that labor would not submit to a pol- 
icy whereby the wage-earner, as had happened in 
the sequel to certain other wars, might have to 
bear the brunt of hardship in the readjustment 
period. But not even Russia’s Bolshevist coup- 
d’état had seemed to prepare the scene for the 
seizure of political dictatorship by Communist- 
Labor factions in several of the European succes- 
sion states, or for the open attempt of the German 
communists to overthrow the provisional govern- 
ment and prevent a popular election. The men- 
acing attitude of European labor; its demand for 
admission into the management of British man- 
ufactories; its actual seizure of the industrial 
plant of Italy; the submission to our own Con- 
gress, under the menacing pressure of organized 
labor, of a demand that the government should 
own the railways and grant to railway working- 
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men a direct share in the management and profits 
of the transportation industry—this seemed at 
times in 1919 to foreshadow formidable and world- 
wide change in the social order. 

Along with it came the utterly confusing series 
of incidents in the arranging of the terms of 
peace—President Wilson’s departure in Decem- 
ber, 1918, to attend the peace conference, that 
being the first occasion of our history when a chief 
executive in office had left the United States for 
an absence in foreign parts; the memorable out- 
burst of enthusiasm with which his presence, as 
embodying militant. America and its aspirations 
for peace, was received by the European people; 
then the prolonged friction and deadlock which 
beset the conference itself, and the disappoint- 
ment over its compromises. The resistance of 
our Senate to the Peace Treaty with that docu- 
ment’s provision for American participation in 
the League of Nations followed quickly; the bit- 
ter controversy between the White House and 
the Capitol; the withholding of the necessary sen- 
atorial ratifying votes unless with important res- 
ervations in the treaty; the President’s refusal 
to concur, and eventually, although not until 
more than a year after the armistice, the sign- 
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ing of the Peace Treaty by all of the recent bel- 
ligerents except the United States and the inaug- 
uration of the League of Nations with the same 
omission, leaving the United States to negotiate 
as an isolated power a separate and individual 
peace with Germany. 

In all this series of spectacular episodes there 
was sufficient material to warrant doubt and uncer- 
tainty as to the course of post-war political recon- 
struction. The question of industrial readjust- 
ment to the changed conditions seemed even more 
obscure. Very seldom in our history has judg- 
ment regarding the immediate financial and in- 
dustrial future been so confused as it was at the 
beginning of 1919, and never has the result been 
more extraordinary. History threw uncertain 
light on the question, what kind of industrial sit- 
uation would follow return of peace, and such 
information as it gave was not reassuring. The 
first abdication of Napoleon in 1814 and the 
consequent temporary suspension of hostilities 
were immediately followed on the London mar- 
kets by a movement in which, it was testified at 
the time, ‘‘prices got up to an enormous height 
and came down as fast.’”* But on the definite 


t Thomas Tooke, History of Prices, Vol. II, p. 6. 
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ending of the Napoleonic wars, in 1815, British 
trade fell into what contemporary economic 
writers described as ‘‘a period of the greatest 
depression in almost all branches of industry,’ of 
“the most extensive suffering and distress’’;" 
prices, after averaging in 1814 more than 50 per 
cent above the pre-war level, went down in the 
first full year of peace to an average only 9 per 
cent above that level. Return of peace in 1865, 
after our own War of Secession, had been presently 
followed by financial and commercial depression; 
immediately ascribed to the London panic of 
May, 1866, but greatly emphasized by reaction 
in home trade when the war orders terminated and 
when American commodity prices, which in 1865 
had averaged 216’/; on the basis of 100 for 1860, 
fell in 1866 to 191 and in 1868 to 16014. 

There was also, it is true, a tradition of sud- 
den and urgent demand for goods for ordinary 
consumption on the ending of other wars. That 
had been the nature of the commercial and indus- 
trial movement which followed the Franco- 
Prussian War of 1871 and our own Spanish War 


t Tooke, Vol. II, p. 12. 

2 Stanley Jevons, Investigations in Currency and Finance, 1884. 

3 ‘Report on Prices, Wages and Transportation,” U.S. Senate, 
March 3, 1893. 
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of 1898, and it was occasionally argued at the 
beginning of 1919 that absolute requirements to 
offset the prodigious waste of war, to make good . 
the world’s exhausted stocks of private merchan- 
dise, to provide for the long-suspended building 
construction program and to rebuild the towns and 
cities devastated by the German invaders, would 
amply replace the canceled military orders.' We 
shall presently see how much or how little of ac- 
curacy subsequent events proved this judgment 
to have possessed. But the gloomier view un- 
questionably prevailed as the nations emerged 
from war; even the cheerful prognosticators pre- 
dicted a prolonged decline of prices. ? 

It was recognized that belligerent Europe was 
now confronted with financial exhaustion and 
national poverty; that the hardship of war-time 
and the enormous taxes had probably crippled 
buying power. It could not be ignored that even 
American production had been keyed up to a 
wholly artificial prosperity by Europe’s war pur- 
chases and, in the case of wheat, by the Govern- 
ment’s high guaranteed price. The manufactur- 
ing industry faced the predicted shrinkage in for- 


tN. Y. Evening Post, Dec. 31, 1918, ‘‘ Forecasts of the Future.” 
2 Ibid, 
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eign demand with its producing plant enlarged 
on a scale indicated by the United States Steel 
Corporation’s war-time increase of 411% per cent 
in active mill capacity;* the farmers approached 
it with an acreage already sown, for the American 
winter-wheat crop of 1919, larger by 60 per cent 
than the record-breaking pre-war acreage of the 
great crop of 1914.’ 

These aspects of the situation were further 
complicated by what seemed to be the problem 
of labor. Disbanding of the citizen army and 
suspension of war production, the secretary of 
the American Federation of Labor stated to Con- 
gress in January, 1919, had created so menacing 
a condition that, without government relief, there 
would possibly be ‘‘bread lines in every industrial 
centre before May 1.’ Citing his district reports 
of increased unemployment since the armistice, 
the Director-general of the United States Employ- 
ment Service declared in January that, if tenden- 
cies then visible were to proceed unchecked, the 
country would reach ‘‘before the winter is over a 


t Annual report 1918, U. S. Steel Corporation. 
2U. S. Agricultural Department, December estimates, 1913 
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Committee, Jan. 21, 1919. 


286 The War Period of American Finance [1919 


situation fraught with grave peril.”’* No great 
surprise was occasioned when the head of the 
Bethlehem Steel Company, who in December had 
declared that the problem of industrial readjust- | 
ment would be ‘‘easily met,” predicted in January, 
in an interview cabled from Europe, that ‘‘Amer- 
ica will not obtain much business from recon- 
struction work in the devastated regions’? and 
that ‘‘an era of industrial depression in the 
United States’’ was to be expected, with “‘little 
business expansion for a long time to come.’’? 
The actual course of events in trade and indus- 
try at the beginning of 1919 seemed, in fact, fully 
to bear out these misgivings. In the first month 
of that year the price of cotton declined 21 per 
cent, of cotton cloths nearly 19 per cent, of cop- 
per 13 per cent, and nearly all other products fol- 
lowed. The steel mills, which had been working 
at full capacity up to November, 1918, were down 
to 60 or 65 per cent of capacity the next Jan- 
uary. Production of iron fell from the 3,354,000 
tons of November, 1918, to 2,108,000 in May, 
1919. Advance orders on the books of the United 


tN. A. Smyth, address to the American Academy of Political 
and Social Science, Philadelphia, Jan. 24, 1919. 

2 Cincinnati Enquirer, Jan. 21, cabled interview with Charles 
M. Schwab. 
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States Steel Corporation decreased in the same 
period 42 per cent; a shrinkage never matched 
for sweeping rapidity in the company’s history, 
except for the six months following the panic of 
1907. Very naturally, these manifest signs of 
industrial reaction caused uneasiness at Wash- 
ington, where the Secretary of Commerce in 
February proposed the official ‘‘formulation of a 
scale of prices at which the government depart- 
ments and other buyers would be justified in 
buying freely, and at which the manufacturers 
would be willing to sell with a view to maintain- 
ing or restoring business activities.”? His plan, 
however, was not tried. It-was opposed in Con- 
gress and coldly received by industry. The price- 
fixing committee of the War Industries Board, in 
announcing that all war-time agreements of the 
sort would terminate by the first of March, 19109, 
had itself already reported to the President that 
‘‘no new price regulations seem to be called 
for,” and had accordingly tendered its resigna- 
tion. But more than this, as we shall see, a turn 


tMonthly statements of unfilled tonnage, U. S. Steel 


Corporation. 
2Statement of Secretary William A. Redfield, Feb. 6, 1919. 
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in the trade situation itself, in some respects the 
most extraordinary of our economic history, was 
destined to terminate all discussion of relief. 

The turn, came first in the very direction where - 
the general public had seemed at the time of the 
armistice to expect it least—in the export trade. 
Many manufacturers in close touch with the 
home market were convinced, at the beginning of 
1919, that the sudden disappearance of ordinary 
domestic orders resulted only from fear on general 
principles of a precipitous fall of prices. Mer- 
chants and middlemen could not be expected to 
buy freely so long as the possibility was thought 
to exist that, by waiting two or three months, 
they would get the benefit of prices lower by 25 
or 50 per cent, and for a time this precautionary 
abstention of buyers had naturally gone far 
towards causing the very condition which the 
merchants apprehended. The case of the world 
outside the United States, however, was different; 
for Europe, virtually deprived of ordinary neces- 
sities during four successive years, and in a less 
degree South America and Asia, with their stocks 
of merchandise for peace-time uses reduced to the 
exhaustion point by diversion of shipping to the 
war, were unable to wait. All of such foreign 
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buyers had somehow acquired the purchasing 
power, and even in January, 1919, the value of 
our export trade was $118,000,000 greater than in 
the same month of 1918. 

In June, when it reached $928,000,000, it was 
actually larger by $315,000,000 than in any pre- 
vious month of our history and, although prices 
during the intervening twelvemonth had risen on 
the average only 6 per cent, it was more than 
double the export of June, 1918. During the 
seven first months of 1919, when our total exports 
were $1,092,000,000 greater than in the same 
months of 1918 and when $871,000,000 of the 
increase occurred in shipments to Europe, the 
composition of the post-war export trade was as 
significant as its destination. As against decrease 
in that seven-month period of $83,000,000 in our 
total export of steel, which in 1918 had been des- 
tined almost entirely for war purposes, of $73,- 
000,000 in copper and brass, the material for 
ammunition, and of $137,000,000 in explosives, 
the export of cotton increased $254,000,000, of 
cotton manufactures $52,000,000, of boots and 
shoes $20,000,000, of wearing apparel $13,000,000, 
of paper $29,000,000, of agricultural implements 
and ordinary hardware $12,000,000. Shipments 
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of structural steel, of paint, of steel rails, of 
cutlery, even of type-writing machines, were in- 
creased by tens of millions. In two such staples 
of peace-time export as cotton cloth and rails for _ 
the foreign railways, our shipments during the 
whole of 1919 were actually larger by 40 per cent 
or upward than in the pre-war year 1913." The 
total yearly exportation, which had been $6,233,- 
000,000 in 1918, rose to $7,920,000,000 in 1919; 
it was destined to each $8,228,000,000 in 1920. 
On the face of things it was evident that Europe, 
and with her to a less extent the rest of the out- 
side world, were hurriedly laying in fresh stocks 
of the goods of which they had been deprived for 
civilian uses during war-time. The admittedly 
urgent need of these other countries for our mer- 
chandise on this immensely expanded scale did 
not explain how they were to pay for it. During 
the whole of 1919 our surplus of exports over 
imports, in trade with the recent European bel- 
ligerents alone, was no less than $4,700,000,000.? 
But part of the payment for these huge consign- 
ments was made by our Allies, through drawing 


* Department of Commerce, ‘Monthly Summary of Foreign 
Commerce,’’ Dec., 1913, and Dec., 1919. 
? Monthly Summary of Foreign Commerce, Dec., 1919, p. 6, 
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on the credits advanced to them by the govern- 
ment at Washington; in the case of such pur- 
chases as foodstuffs, that use of our Treasury’s 
advances was formally permitted during eigh- 
teen months after the proclamation of peace." 
In the twelve months following that event, in- 
deed, these inter-governmental loans were actu- 
ally increased from $8,171,000,000 to $9,647,- 
000,000;? a fact which was found to have much 
bearing on the subsequent discussion of reducing 
or canceling Europe’s war debts to the United 
States government. In the case of certain other 
countries, neutral during the war, large credits 
had been accumulated in the United States 
through deposit of capital with American banks 
for safe-keeping, and these could now be used for 
purchase of American goods. ‘The greater part of 
the export trade of 1919, however, was financed 
on the basis of new bank credits advanced in the 
United States; partly through endorsement of 
the foreign importer’s bills by exporting mer- 
chants and the subsequent discount of such 
foreign bills at American banks, partly by 

t Treasury Report, 1919, p. 67, Victory Loan Act of March 3, 
1919, Section 7. ; 
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loans raised directly for account of the foreign 
markets. 

Through these operations, it was estimated by 
the Federal Reserve Board that the burden of 
providing cash for not much less than $2,000,000,- 
000 of the year’s American exports had “‘probably 
fallen, directly and indirectly, upon the com- 
mercial banks throughout the country.”’* That is 
to say, our own banks had to that extent virtually 
advanced to the foreign importer the money to 
buy the goods from American exporters. We 
shall discover, when we come to study the events 
of 1920, some highly important consequences of 
this policy. But in tracing the course of events 
in the markets of I919, the essential fact is the 
enormous volume of merchandise exported in 
that year by our manufacturers. Although the 
early markets of 1919 were curiously oblivious 
to the movement, it was impossible that such 
requisitions on the American producer should 
not have their effect, first upon immediately- 
available home supplies and next, therefore, on 
popular ideas regarding trade demand and prices. 

It is difficult to determine just when the wide- 
spread apprehension in regard to the industrial 


« Federal Reserve Board, annual report for 1919, p. 25. 
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future, which marked the early weeks of 1919, 
began to change to the totally opposite idea of 
general scarcity and a consequent unlimited rise 
of prices, absolute belief in which was the out- 
standing phenomenon of the year’s later months. 
It was not until May that the board appointed 
by the Secretary of Commerce, with a view to 
sustaining prices and restoring trade stability in 
a supposed emergency, relinquished its under- 
taking, and it then resigned reluctantly and under 
protest.* Financial reviews had begun in April 
to talk of improving trade; mostly, however, as a 
consequence of lower prices;? but the rapidity 
of the change of feeling, and the outward reasons 
for it, are shown by the contemporary trade 
reports of subsequent weeks. In the middle of 
April, they informed the reader that ‘‘uncertainty 
of prices is a distinct drawback”’ to recovery. 
Even in May, the best that could be said was 
that ‘‘merchants are less timid about buying.” 
By the middle of that month, however, ‘‘a large 
business is being done both at wholesale and re- 
tail’? and it was noted, almost for the first time, 


t Letter of Secretary of Commerce Redfield, May 9. State- 
ment of Chairman George N. Peek, May 12; of Secretary of the 
Treasury Glass, May 12. 
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that ‘‘export business is on an enormous scale.” 
At the opening of June the reader of the trade 
reviews learned that ‘‘wholesalers complain of 
scarcity of goods; this is something new.”” Three 
weeks later ‘“‘there is talk of labor shortage 
rather than unemployment; some buyers of mer- 
chandise are receiving only a percentage of their 
orders.” In July ‘‘there is a big business in staple 
’ in which ‘‘people do 
not haggle so much about the price as they do 
about deliveries.” At the end of the year ‘‘con- 
sumption plainly outruns production; in parts 
of the country, what might be called a Saturnalia 
of buying prevails; the retail holiday business is 
said to have been the largest on record.’’' 

This talk of scarcity and prediction of an indefi- 
nite rise in prices, coming only a month or two after 
prevalence of belief in overproduction and in an 
era of falling prices, was so unusual an incident of 
economic history as to require close examination. 
It was all the more extraordinary in that the 
notion of scarcity, which became an obsession 
when this singular year 1919 drew to a close, was 


articles as well as luxuries,’ 


* Financial Chronicle, ‘Commercial Epitome,” April 12, May 
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in actual fact complete illusion. It was perfectly 
true that Europe, after the armistice, had found 
its retail markets so bare of staple goods for peace- 
time uses, and even its individual stocks of food, 
clothing, foot-wear and household utensils so near 
the exhaustion point, as to require instant replen- 
ishment. But in the matter of supplies poten- 
tially available in the wholesale and producing 
markets, statistical evidence should even then 
have proved a negative on all theories of outright 
scarcity.‘ By a curious but not unfamiliar eco- 
nomic paradox, the rapid advance of general 
prices which began in the spring of I919, and 
which itself was certain to call forth all the ener- 
gies of production, also convinced the public that 
the markets were moving under the influence of 
wholly inadequate supplies. When once the 
community at large found itself confronted with 
advancing prices, it seemed to dismiss from mind 
all considerations of visible supply. The wheat 
crop of 1918 had been larger by 280,000,000 
bushels, or 44 per cent, than the yield of 1917, 
and the harvest of 1919 was 51,000,000 bushels 
larger still; yet wheat sold at Chicago in Christ- 
mas week of 1919 for $3.50 per bushel—not only 
t Annual Report N. Y. Reserve Bank for 1920, p. 8. 
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higher than any price reached in our Civil War 
paper-inflation days, but above the highest price 
reached in the European war. The cotton crop 
which came on the market in 1919 was the most 
abundant since 1914, when the high record of 
American production was reached; yet cotton 
rose in September, 1919, to a price 6 per cent 
above the highest of war-time and, although the 
yield in 1920 also was one of the largest in our 
history, cotton sold in July of that year for a 
price, 4334 cents a pound, which had never been 
equaled in our agricultural history, outside the 
three years in the War of Secession when the 
South was blockaded and its cotton unobtainable. 

The Cuban sugar crop of 1919, which usually 
determines the American price, was 2,000,000 
tons above the pre-war average, an increase of 
nearly 100 per cent;' production in the United 
States was larger than in any pre-war year and 
the amount retained for consumption, plus the 
imports, was larger in 1919 than in any year but 
one of our history ;? yet the price rose 33 per cent 
between January and September.* In 1919 the 


* Year book, U. S. Department of Agriculture, 1921. 
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world’s production of wool was the largest in eight 
years. The British government had in war-time 
bought up the entire Australian clip, which could 
not then be exported for lack of ships; in 1919 it 
was well known to hold 1,600,000 bales of wool in 
England and 800,000 in Australia and New Zea- 
land, for which it was anxious to find a market.? 
Nevertheless, the American price advanced nearly 
25 per cent in 1919, to a figure never reached in 
war-time. 

List prices issued by American makers of woolen 
goods were advanced repeatedly and, whereas 
between October, 1918, and March, 1919, the 
average price of cloths and clothing declined 
17 per cent, it was raised no less than 70 per 
cent in the next eleven months. To what extent 
all products participated in this marking-up of 
prices may be judged from the fact that the gen- 
eral average, having fallen 514 per cent between 
the high war-time record of the previous Sep- 
tember and February of 1919, rose 27 per cent 
between that month and April, 1920. The gov- 


t Year Book Department of Agriculture. 

2 Secretary of British-Australian Wool Realization Association, 
letter to London Economist of May 7, 1921, p. 933. 
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ernment’s compilation of prices for 478 commod- 
ities, based on 100 as the average of 1913, shows 
the highest point of our neutrality period to have — 
been 173 and the highest during our participation 
in the war 204. But in May, 1920, the ‘‘index 
number”’ had risen to 247." 

In the light of subsequent events, we now know 
that two distinct causes in the markets of the 
day brought about this economic paradox. One 
was at the time in plain sight of everybody; the 
other was not visible and for the most part not 
suspected. The first was the attitude of home 
consumers. When prices began to recover from 
their relapse in the early weeks of I919, it soon 
became evident that retail buying was not checked 
at all; on the contrary, that purchases grew larger 
as prices rose. Presently, signs of unprece- 
dentedly lavish expenditure appeared,? quickly 
ascribed by merchants to the activities of two 
very different classes of the population—business 
men who, in spite of restrictions on prices, had 
been suddenly and hugely enriched by war con- 
tracts, and workingmen who believed themselves 


«U.S. Bureau of Labor Statistics, ‘Wholesale Prices, 1890 to 
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to have been similarly enriched by the war-time 
rise of wages. The purchases by the so-called 
“profiteers,’’ supplemented later by those of Cuban 
and South American producers to whom the high 
prices now obtainable for their products had 
been an unexpected windfall and who presently 
visited New York to spend their money, were a 
natural incident of sudden wealth. But the out- 
burst of extravagance on the part of the laboring 
classes was a more surprising incident. 

That extraordinary year was marked, as we have 
seen, by a series of movements in finance, produc- 
tion and trade which completely reversed the 
expectations with which the’ year began; but in no 
respect was the forecast even of the highest experts 
more absolutely discredited than in the matter of 
employment. So far astray from the facts had 
been the predictions of January regarding ‘‘un- 
employment”’ and ‘‘breadlines”’ that the indus- 
trial problem of 1919 was to obtain sufficient labor 
forces and get adequate service from them. This 
situation may have resulted partly from the fact 
that high pay and full employment during war-time 
had left in the hands of the working classes surplus 
earnings which led to an independent attitude; 
in part from a certain reaction and resentment, 
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after the war activities, which caused great relax- 
ation of endeavor. Even in Europe, where the 
necessity of enlarged production was extremely 
urgent, not only to make good the waste of war 
but to repair the shattered economic structure, 
the outstanding fact of the first year after peace 
was unwillingness of the working classes to exert 
themselves and inefficiency of those who worked. 

It was one of the numerous paradoxical inci- 
dents of the day that, although labor was growing 
much less efficient, its remuneration had to be in- 
creased progressively. Wages rose in fairly sen- 
sational fashion during the whole of 1919. They 
had necessarily been advanced during the war, 
first in recognition of increased cost of living 
but afterward from a visibly inadequate supply 
of labor to support our own program of war pro- 
duction. In 1916 the average wage per hour in 
the United States, as computed by the Depart- 
ment of Labor, stood 714 per cent above 1913 and 
in 1918 it was 3234 per cent above the pre-war 
year. But in 1919 it stood 54% per cent above 
1913, in 1920 no less than 99 per cent.* In 1919, 
workingmen who had been getting daily wages of 


Union Scale of Wages and Labor,”’ U. S. Bureau of Labor 
Statistics, 1925, p. 17. 
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$3 to $3.50 during the early war period could com- 
mand $6 to $10. 

Yet even the great increase of 1919 over 1913 
in the average wage-earner’s income was less than 
the period’s increase in cost of living; for that 
was estimated in June of 1919 to be 77% per cent 
above 1913, in December 9914 per cent, and in 
June of the following year 116% per cent.! But 
that fact the workingman did not grasp. What 
manifestly appealed to him was the fact that 
more money than he had ever seen before was 
pouring into his hands. 

His instinct was to spend it; with the resultant 
curious phenomenon, familiar to all observers in 
those days, of the laborer not only buying lav- 
ishly but insisting that the shopkeepers sell him 
high-priced goods. As a result of official inquiry 
into the causes of the high cost of living, it was 
reported that people of this class were ‘“‘throwing 
money right and left with inconceivable reckless- 
ness’’; that mechanics would ask peremptorily 
for silk shirts, even when warned that the mate- 
rial would not wear as well as others; that silk 
stockings costing four times as much as the ordi- 


tU. S. Bureau of Labor Statistics; ‘‘Cost of Living in the U. 
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nary kind were in great demand by them; that 
in many instances goods could actually not be 
sold to such customers unless marked up in 
price;t that, in fact, “‘there has never been so 
much spending, such a demand for expensive 
articles, and such disregard of prices.”? Depart- 
ment stores, it is true, were already finding orders 
from their old-time customers curtailed as prices 
rose. But the new clientage of both sorts more 
than made up the difference. 

This influence on prices was visible to every- 
body; another, which the public did not see and 
which even merchants greatly underestimated, was 
the action of producers and middlemen. At the 
beginning of 1919, producers who had convinced 
themselves that shrinkage of home demand and 
falling prices were not warranted by the actual 
condition of the home consumer, began to hold 
back their goods from market. This was de- 
signed as a purely temporary expedient. But as 
soon as that policy, along with the heavy foreign 
purchases, began to force prices up again in the 
early spring months, a tendency developed with 


‘Report Massachusetts Commission on the Necessaries of 
Life. Boston correspondence N. Y. Evening Post, Oct. 29, 1919. 
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surprising quickness for merchants and even mere 
individual speculators to accumulate goods at the 
ruling low prices and hold them against an ex- 
pected further rise. Even with such commodities 
as copper immense amounts, bought up with 
borrowed money, were stored away where they 
were not reckoned in the statistical ‘‘visible 
supply.” 

The resultant advance in prices not only in- 
creased the already large speculation in basic raw 
materials but, as described by the New York Fed- 
eral Reserve Bank, it ‘‘created among merchants 
and manufacturers a state of mind in which, fear- 
ful lest they might not obtain the desired volume 
of goods, they placed orders far in excess of their 
real requirements. This attitude was greatly 
emphasized as a result of the exceedingly ineffi- 
cient work of the transportation lines; on which, 
partly because of the confusion incident to return 
from war-time to peace-time traffic, partly because 
of the increasing slackness of labor, and partly 
because of actual strikes or threatened strikes, 
the delay in delivering goods was throwing com- 
mercial plans into confusion.? The absolute un- 


297 


tN. Y. Federal Reserve Bank, Annual Report 1920, p. 8. 
2 Ibid. 


304 The War Period of American Finance {1919 


certainty of reliance on the performance of labor 
was a gravely complicating influence in all produc- 
ing industries. It actually came to pass that, 
despite the real abundance of supplies, manu- 
facturers would ‘‘allocate” to their customers 
only a certain percentage of their orders. Before 
the year 1919 was over, these numerous influences 
had so far got control of the entire commercial 
situation that, as afterward described by the 
highest banking authority, it presented the pic- 
ture of ‘‘an unprecedented orgy of extravagance, 
a mania for speculation, over-extended business 
in every section of the country, and general demor- 
alization of the agencies of production and dis- 
tribution.’’? 

Speculation on such a scale, in practically 
all the basic commodities, necessitates very ex- 
tensive use of credit. To have made possible the 
later situation of 1919, therefore, not only was 
widespread belief in the continuous rise of prices 
essential but abundant facilities of credit. The 
periodical bank returns showed what kind of 
borrowing accompanied the movement. In the 
twelve months between the middle of 1919 and 
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the middle of 1920, that portion of the loans of 
national banks which included advances on mer- 
chandise and warehouse receipts increased $451,- 
000,000; in the preceding twelvemonth they had 
increased only $71,000,000.' The increase of all 
national bank lcans between March 4 and Decem- 
ber 31, 1919, was no less than $2,095,000,000, 
or 21% per cent.?. To sustain this enormous bur- 
den, private banks in the Federal Reserve system 
increased their rediscounts at the Reserve banks, 
from the low point of the year (in January) to the 
high point in November, by $1,577,000,000; 
which was actually a larger increase than was 
reported in the same account between June, 1917, 
and the armistice week of November, 1918, dur- 
ing which period bank resources were under the 
strain of the successive war loan subscriptions. 3 
It therefore seemed logical at the time to de- 
scribe the rapid advance in prices as an ‘‘inflation 
movement’’; not less so in that the outstanding 
Reserve note circulation of 1919 was also expanded 
$553,000,000 between January and the year-end. 
The theory that prices were being driven up solely 


t Comptroller of the Currency, Annual Report for 1920, Vol. II., 
pp. 160, 161, 162. 

2 Comptroller’s Reports, 1919 and 1920. 

3 Weekly Reports Federal Reserve Board. 
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by the increase in Reserve note issues—that is 
to say, by currency inflation pure and simple— 
was somewhat widely entertained at the time, 
and was in fact made the basis of a Congressional 
resolution for inquiry into the question whether 
the currency ought not to be gradually but arbi- 
trarily reduced. The enormous inflation of paper 
currencies of the belligerent European states, the 
visible and rapid depreciation of those currencies 
in terms of gold, and the consequent rise of prices 
during 1920 in France and Italy, for instance, to 
five or six times what they had been before the 
war and in Germany to fifteen times the pre-war 
level,? seemed to indicate similar causes at work 
in the United States. Responsible banking au- 
thorities, however, absolutely rejected this view 
of the situation; pointing out that most of the 
European paper money issues were ; put out 
wholly in relation to the prodigious deficits of 
public expenditure and not at all in relation to the 
requirements of trade, whereas the expansion of 
our own currency occurred in no respect at the 
instance of the Treasury and resulted necessarily 
from the direct application of the business com- 


«Treasury Report, I9I9, p. 17. 
? Reserve Board, bulletin for February, 1921, p. 195. 
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munity. It was further answered that, when a 
member bank had established increased reserves 
at a Federal Bank, its individual interest would 
be promoted by making such reserve a basis for 
additional credit, which could be loaned at a high 
interest rate, rather than for new note issues paid 
out to depositors, from which the member bank 
derived no profit whatsoever. 

The governor of the Federal Reserve Board 
testified to the Senate Banking and Currency 
committee that the arbitrary keeping in circula- 
tion of an excessive volume of reserve notes was 
impossible under the machinery of the Reserve 
law, which ensured that new issues could be put 
out only as a private bank applied for its cus- 
tomers and therefore ‘‘only as a need for them 
develops’’; also that outstanding notes, “‘as soon 
as they become redundant in any locality,” would 
necessarily be returned for redemption and can- 
cellation to the Treasury at Washington or to a 
Federal Reserve bank.* With this conclusion the 
Secretary of the Treasury emphatically concurred, 
stating officially that the currency expansion ‘‘is 


«Letter of W. P. G. Harding to Chairman G. P. McLean of 
Banking and Currency committee, Aug. 8, 1919; Treasury 
Report, 1919, p. 18. 
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an effect and not a cause of advancing prices.’’* 
The Reserve Board declared that such changes in 
our existing currency always ‘‘follow price changes, 
they do not precede them,’”’ and that therefore 
‘‘there is no foundation for the view, still some- 
times urged, that changes in the volume of cur- 
rency are responsible for changes in prices.’’? 

But credit inflation was another matter. In 
that direction, the circumstances of the day played 
directly into the hands of the speculators. Ordi- 
narily, a nation-wide speculation of so large a 
scope would have driven up the cost of money, 
even at the Reserve banks, but this the Reserve 
banks themselves were forced by circumstances 
to prevent in 1919. We have seen how, in the 
“drive’”’ for the Fourth Liberty Loan of Octo- 
ber, 1918, private banks had pledged themselves 
for a year to lend unlimited sums to individual 
subscribers, at the interest rate borne by the bonds. 
The Reserve Board explained officially at the end 
of 1919 that the member banks, in order to carry 
such a burden, had been obliged to rediscount 
their own paper with the Federal Reserve; it 
pointed out further that, in order not to inflict an 


t Treas. Rep., 1919, pp. 17 and 18. 
2 Federal Reserve Board, Monthly Bulletin for October, I9IQ. 
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actual loss on the private banks through such 
rediscounting, “‘it was essential that, as long as 
the banks were lending to bond subscribers at 
coupon rates, the rediscount rate should be related 
to the bond rate.”’"* But this meant not only that 
private banks in the system could borrow on ‘‘Lib- 
erty loan collateral’’ from their Reserve bank at 
4 or 4% per cent, the official rediscount rate, for 
the purpose of “‘carrying’’ individual subscribers 
to the war loans, but that they might also redis- 
count government collateral at the low official rate 
and lend the proceeds to ordinary customers at 
5 or 6 per cent. 

Other circumstances of the day enlarged the 
scope of this possible operation. In May, 1g19, 
the floating debt of the United States government, 
left over from the war and not yet converted into 
longer-term obligations, amounted to $6,467,525,- 
000.2 The ‘‘certificates of indebtedness’’ which 
represented that debt were carried by private 
banks and, since they usually ran for only six 
months or a year, they had to be constantly 
renewed. The Treasury naturally wished to 
keep down the interest rate upon them, and in 


t Federal Reserve Board, Annual Report for 1919, p. 2. 
2 Ibid. 
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fact the rate was held at 4% per cent during 
most of 1919. But since the private banks were 
compelled to rediscount a good part of these 
loans also at the Federal Reserve, it was evident — 
that so low an interest rate could be maintained 
on such obligations only through an equally low 
or lower Reserve bank rate. It thus resulted that 
the Reserve system was making credit artificially 
cheap at the very moment when its price ought 
to have risen in the face of the huge requisitions 
on the generai fund by speculators. It was pos- 
sible for a private bank, which had government 
bonds or short-term notes in its possession, to 
use them for obtaining loans at the Federal Re- 
serve and re-lend the proceeds for purely specula- 
tive purposes. The Reserve Board itself declared 
in October, 1919, not only that ‘‘the chief factor 
leading to rediscounting is the expansion of loans 
and discounts made in favor of customers,” but 
that this loan expansion was suspiciously asso- 
ciated with the ‘‘growth of speculative trans- 
actions.”* 

It had become evident, indeed, long before the 
hoarding and forestalling movement of 1919 
reached its climax, that the country’s credit organ- 


* Federal Reserve Board, monthly bulletin for November, 1919. 
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ism was being subjected to a dangerous strain. 
The borrowings of speculators in commodities 
were superimposed on a series of other exception- 
ally large exactions. I have spoken of the re- 
course to bank loans, constantly extended, by ex- 
porting merchants to finance the payment by 
foreign purchasers for our unprecedentedly large 
exports. An import trade, whose increase of 
$873,000,000 in 1919 and of $1,375,000,000 more 
in 1920 was based largely on the supposed domes- 
tic scarcity of goods, called for further and unusu- 
ally large recourse to the credit fund. That the 
banks were carrying billions of doliars of the gov- 
ernment’s floating debt, we have already seen. 
But even these successive strata in the pyramid 
of bank debt were only part of the story. 

In the first place, it was absolutely necessary 
to fund into longer-term loans a part of the Treas- 
ury’s six-month or twelve-month notes. The new 
Secretary of the Treasury, Carter Glass, asked 
Congress in February, 1919, for authority to issue 
for that purpose additional bonds in amounts not 
exceeding $10,000,000,000.' Congress granted 
authority for the issue of $7,000,000,000 at a rate 


1 Secretary Glass, letters to H. R. and Senate finance com- 
mittees, Feb. 10, Feb. 13, 1919. 
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of interest to be prescribed by the Treasury, but 
it limited the term of such a loan to five years." 
In April the Secretary announced the offer of a 
$4,500,000,000 four-year loan, with an interest 
rate of 434 per cent as against the maximum rate 
of 41% on the war loans. Even by the Treasury 
it was considered doubtful what would be the 
response to this so-called ‘‘Victory loan’’; it was 
recognized that the patriotic fervor created by 
the presence of actual hostilities had necessarily 
cooled with return of peace; ‘‘a certain apathy 
among the people’’* had to be reckoned with. 
Nevertheless, the machinery of the ‘‘Liberty 
loan drives”’ was put into shape again and, after 
an intensive popular campaign, the $4,500,000,000 
for which the Treasury applied was actually over- 
subscribed by $749,908,000 on the basis of 11,803,- 
895 separate subscriptions (in this exceeding the 
record of the first and second Liberty loans) and 
with all but 13 of the 51 states and possessions 
asking for more than their allotted quota. This 
unexpectedly successful operation made possible 
rapid reduction of the government’s floating in- 
debtedness as fast as the obligations matured; 


« Treasury Report, 1919, p. 44. 2 Ibid., p. 51. 
3 Ibid., p. 253. 
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from an outstanding total of $6,250,000,000 on 
April 30 it had fallen to $3,736,352,000 by October 
31. But in the case of the national banks, for 
instance, although their investment in ‘‘certifi- 
cates of indebtedness”’ had decreased $722,000,000, 
the same institutions had purchased $384,000,000 
of the new United States bonds and had loaned 
$297,000,000 to individual borrowers against 
such bonds as collateral. ? 

While this large operation by the government 
was under way, the money market’s position 
became complicated by two other incidents of the 
first importance. After return of peace the gov- 
ernment had quickly decided, first that extension 
of credits to European governments for use in 
supporting their exchange rates should cease; 
second, that the embargo on gold exports from 
the United States should also be terminated, 
and each of these decisions had results of far 
greater scope than the markets had imagined to 
be possible. In March, 1919, the New York bank- 
ing agents of the British government tersely an- 
nounced that ‘‘we have received instructions 


t Treasury Report, 1919, Pp. 2. 
2 Comptroller of the Currency’s statement; Treasury Report, 


1919, pp. 946 and 954. 
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from the British government to suspend purchases 
of sterling exchange for government account.’’' 

Up to that time New York exchange on London 
had been selling around $4.7534 for sight bills, a ~ 
price which had been maintained pretty steadily 
since 1915 and which represented depreciation in 
the pound sterling of only 214 per cent from gold 
parity. Before the end of March, however, the 
rate had fallen to $4.58. Recovering slightly 
in the later springtime, it went in July below the 
$4.50 war-time minimum of 1915, broke precipi- 
tously when payments for England’s autumn 
purchases of produce came in sight, and by Decem- 
ber was carried down to $3.6714. What hap- 
pened with the New York valuation of the British 
currency in 1919 happened also with that of the 
other European participants in the war. The 
franc and the Italian lira, whose gold parity 
was in each case 194 cents and which had been 
““pegged”’ respectively at 1814 and 1534 during the 
war, were down before the close of 1919 to 85 cents 
for the French exchange and 7 4 for the Italian. 

It might have been imagined that the sweep- 
ing movement of exchange rates against those 
European countries would have resulted in renewal 


* Statement of J. P. Morgan & Co., March 20, 1919. 
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of large gold exports to the United States, espe- 
cially from England. As a matter of fact, $24,- 
000,000 gold was actually sent to us in June 
from Canada, largely for British account, and 
$44,000,006 in the full calendar year 1919. But 
Europe sent practically no gold directly, and the 
imports from Canada were wholly offset by the 
results of the next action of our government, 
when the Federal Reserve Board on June 9 an- 
nounced removal of all restriction upon gold 
exports. The sequel was startling, as it is always 
apt to be when a period in which such shipments 
have been artificially dammed up comes abruptly 
to an end. We have seen in a preceding chapter 
that in 1917 the assumption of the obligations 
of our European allies in the exchange market 
had started an outflow of our gold to neutral 
countries, which was checked only by prohibi- 
tion of gold exports. But this merely meant that 
such obligations had been accumulated in great 
amount during the embargo period, whereas now 
all restrictions on the draft by neutral creditors 
upon our gold supply were suddenly removed. 
During the month of June, 1919, no less than 
$82,900,000 gold was exported from the United 
States. This abnormally large outflow contin- 
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ued without interruption. In the twelvemonth 
beginning with July, the United States actually 
exported $466,500,000 gold, whereas the largest 
shipment of any previous corresponding period in 
our financial history had been the $291,900,000 
export of the twelve months ending with June, 
1917. In the 1917 period, moreover, gold im- 
ports had been so enormous that they exceeded 
the shipments by $655,000,000, whereas in the 
period from the middle of 1919 to the middle of 
1920 the excess of gold exports was $315,800,000; 
larger by $150,000,000 than any other twelve 
months’ record in our history. 

The destination of the gold exports during and 
after June, 1919,—they went mostly to Spain, 
India, China, Japan and South America, coun- 
tries to which belligerent Europe was heavily 
indebted on foreign trade account—clearly proved 
the character of the movement. It is true, a 
gold export movement of such magnitude seemed 
a paradox in the face of an excess of merchandise 
exports over imports, during the same twelve 
months, of $2,949,000,000. The statistical esti- 
mate of the country’s whole balance of interna- 
tional payments, including the ‘“‘invisible items”’ 
of exported or imported capital, assigned to the 
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United States during the calendar year 1919 a net 
credit balance of $1,091,000,000 as against a net 
debit of $2,057,000,000 in 1918.: But even this 
computation left the United States a debtor coun- 
try to the extent of nearly a billion dollars for 
the two years combined and, moreover, it is 
doubtful if any adequate allowance is made in 
it for the mass of obligations carried in our banks 
on account of that great part of the country’s 
export trade for which the foreign importers had 
not paid. Whatever may be said as to the cause, 
such rapid reduction in our stock of gold neces- 
sarily meant that the banking reserve was being 
progressively diminished, arid at the very moment 
when the recourse to banking credit was reaching 
unprecedented magnitude. 

Between June 6 and the end of August, 19109, 
gold holdings of the Federal Reserve system de- 
creased $135,000,000. Between January and the 
last weeks of the year, its deposits rose $552,- 
000,000 as a consequence of the loan expansion 
and its circulating notes $607,000,000. The pres- 
sure of member banks to relieve the strain on their 
own credit by rediscounting their paper at the 


t Harvard University Review of Economic Statistics, July, 1920; 
“The Balance of Trade of the United States in 1919.” 
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Federal Reserve continued without interruption. 
In armistice week of 1918, the Reserve system’s 
total rediscounts were $1,797,800,000; in the 
first week of November, 1919, they were $2,189,- 
400,000, and the motive for that increase appeared 
in the statement of the national banks, showing 
that between November of 1918 and November of 
1919 their outstanding loans and discounts had 
been enlarged by $1,463,000,000, or 141% per cent? 
—actually twice as great as their percentage of 
increase during the first twelve months of our 
participation in the war. By November the 
system’s ratio of cash reserves to liabilities had 
fallen to 45% per cent, the lowest in the system’s 
history and only 6 per cent or thereabouts above 
the legal minimum; the New York Reserve Bank’s 
ratio was down at the same date to barely 4o.? 
The time was manifestly approaching when, 
quite apart from any desire which they may have 
had to curb a dangerous speculation, the Reserve 
banks would be compelled to take measures to 
protect their own position. The history of 
European central banks had presented plenty of 


‘Comptroller of the Currency, Report for 1920, pp. 299-301. 
? Annual Report Federal Reserve Board for 1919, pp. 123 and 
329. 
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instances in which those banks had dealt. per- 
emptorily with such a situation; they had tradi- 
tionally done so through raising the bank rate 
and thereby forcing reduction of loans. That 
happened when the Bank of Germany put up its 
rate from 4 to 6 per cent in the autumn of 1905, 
avowedly to curb the German speculative mania 
of that day, and when the Bank of England, 
after the London borrowings by New York specu- 
lators had reached abnormal proportions in 
October, 1906, raised its rate from 4 to 6 per cent 
and threatened 7.' 

We have seen, in reviewing the incidents of 
1919 itself, that the New York Reserve bank rate, 
for causes unconnected with sound financial 
principles but largely arising from the Treas- 
ury’s operations, had been kept in 1919 below the 
open market. When the strain on the Reserve 
system became acute in the autumn, one of those 
causes had disappeared; for the private banks had 
agreed in 1918 to extend for only one year the 
advances made at 4% per cent to subscribers to 
the Fourth Liberty Loan, and the one-year period 
expired at the end of October, 1919. At that 
date, the Wall Street open-market rate on four- 
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months’ loans with Stock Exchange collateral 
stood at 6 to 7 per cent and on merchants’ 
paper at 514 to 534; yet the Reserve bank was 
still rediscounting loans with Liberty bond collat- — 
eral or on merchants’ paper at 4 to 4% per 
cent. 

An advance in the rediscount rate had in fact 
been urged by experienced financiers many months 
before. The Governor of the Reserve Board had 
himself proposed such a change in August, but he 
had then been dissuaded by the Treasury.' The 
Advisory Council of eminent private bankers had 
expressed a similar judgment in September.? On 
the other hand, there had apparently been some 
hesitation on the part of the Reserve Board itself, 
especially in the matter of intervention to check 
the speculative mania. In July, the Board 
declared of the money market that ‘‘there is no 
necessary connection between rates for specula- 
tive purposes and for commercial transactions,”’3 
and as late as October its official bulletin asserted 
that ‘‘little desirable restraining influence could 
have been exercised by Reserve bank rates in 

* Harding, The Formative Period of the Federal Reserve System, 
p. 157- 


2 Tbid., p. 158. 
3 Statement of Reserve Board, July 9. 
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recent months.’’* These admissions had the un- 
fortunate effect of encouraging Wall Street in the 
belief that the Reserve Board would take no 
stand against the speculative excesses, and in 
the autumn the nation-wide speculation, which 
now converged on the New York Stock Exchange, 
began fairly to run wild. 

Between April and November, average prices 
of stocks had advanced 25 per cent;? shares of 
certain industrial companies over which the specu- 
lating public had become excited, and in most of 
which the season’s advance had started from 
reasonably high values, were put up in price 
250 per cent, 340 per cent, in one case even 500 
per cent. Demand loans on the New York Stock 
Exchange, which had risen to 15 per cent in 
June, reached 19 per cent in October. With 
average prices of commodities also advancing 3 
per cent a month under the influence of unre- 
strained speculation, and with the New York 
Reserve Bank’s rediscounts increased from $700,- 
000,000 at the end of August to $900,000,000 at 
the opening of November, whereas the increase 
in the corresponding period even of 1918 had been 


t Bulletin of Federal Reserve Board for October, 1919. 
2 New York Times, Stock Market Averages for November, 1919. 


322 The War Period of American Finance [1919 


only $116,000,000,* it became evident that action 
could no longer be postponed. 

On November 3, 1919, the governor of the New 
York Reserve Bank announced an advance in that © 
institution’s rediscount rate; assigning, as the 
reason for the advance, ‘‘evidence that some part 
of the great volume of credit resulting from both 
government and private borrowing which war 
finance required, as it is released from time to 
time from government needs is being diverted 
to speculative employment rather than to reduc- 
tion of bank loans.’’? The increase of the New 
York rate, which was followed presently by all 
the other eleven reserve banks, was not large; it 
amounted to only % of I per cent on some classes 
of loans and % or 34 of I per cent on others, and 
it still left the bank rate 1 per cent or more below 
that of the open Wall Street market. Its effect 
on the Stock Exchange speculation, however, was 
immediate. The ‘“‘gesture’”’ of the Federal Re- 
serve, as the advance in the rate was referred to 
in those days, had accomplished what the mere 
change in cost of money could not have effected. 


* Weekly statements N. Y. Reserve Bank, Nov. 7 and Aug. 29, 
1919; Nov. 8 and Aug. 30, 1918. 
2 Statement of Governor Benjamin Strong, Nov. 3, 1919. 
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The furious speculation for the rise in stocks 
was quickly turned into disorderly decline, in 
the course of which some of the industrial shares 
declined sixty, seventy-five and a hundred and 
twenty-five points in the course of a week or two. 
At the climax of the crash, furious denunciation 
of the Federal Reserve became the habit of the 
day in speculative Wall Street; even in certain 
newspapers it was editorially demanded that 
Congress should ‘“‘investigate’’ the Reserve 
Board’s conduct. This outburst of unreasoning 
temper did not last; it quickly subsided when Wall 
Street began to realize the gravity of the situation 
that had forced the Reserve authorities to act. 
But it is worth while to call attention to the dem- 
onstration, because, like so many other incidents 
of the unconsciously prophetic Stock Exchange, 
it foreshadowed the much more formidable explo- 
sion of resentment which came later from the 
beneficiaries of the same year’s speculation in 
commodities. 

That particular field of speculation was not 
touched by the Reserve banks’ action of Novem- 
ber, 1919. Long after the inflated stock market 
had collapsed, the extravagant movement in the 
commercial markets continued. The average of 
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all commodity prices rose 3 per cent in December 
and 4 per cent in January, and in May, 1920, 
when it reached the high mark of the period, it _ 
stood nearly 14 per cent above even that of 
November, 1919.'. Some staple articles in which 
speculation had been very wild, such as cotton, 
did not reach their top price until July of 1920. 
The rise in cost of living, especially in regard to 
clothing and rent, outraced even the advance in 
wholesale prices; labor costs were a source of con- 
stantly increasing pressure, for the average wage 
scale of 1920 was raised nearly 30 per cent above 
that of 1919.2. In the retail trade anew phenome- 
non presently began to be discussed, and even 
the newspapers talked of the ‘‘consumer’s strike.”’ 

The ordinary thrifty citizen, wearying of what 
seemed to him to be, and what in many instances 
actually were, the monstrous exactions of the 
shop-keeper, simply refused to buy; wore his old 
clothes and hats for another season, deferred his 
usual purchase of household utensils, and had his 
shoes patched for the first time in his life. Never- 
theless, for a considerable period the continu- 
ance of extravagant purchases by the spendthrift 


t Wholesale Prices, 1890 to 1923, p. 19. . 
2 Wages and Hours of Labor, p. 17. 
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part of the community made this attitude neg- 
ligible. Congress next took a hand and, in view 
of the subsequent Congressional attacks on the 
Reserve Board for its higher rediscount policy, 
its action in the early months of 1920 was note- 
worthy. In May the United States Senate 
adopted a resolution directing the Board ‘‘to 
advise the Senate what steps it purposes to take or 
to recommend . . . to meet the existing infla- 
tion of the currency and credits and consequent 
high prices,’’ and the debate on this and a simi- 
lar House resolution was punctured with angry 


, 


accusations regarding the use made of bank 
credit to hoard and mark’up sugar, wool and a 
long list of other necessaries. * 

But this attitude of public protest failed to check 
the movement. In March, speculation was re- 
sumed on an extravagant scale even on the Stock 
Exchange. ‘‘Stock dividends’? were announced 
by a long series of companies. This device con- 
sisted of increasing a company’s share capital by 
transferring to existing shareholders a portion 
of the company’s undistributed surplus, usually 


t Senate speech of Medill McCormick, May 17, 1920; of Ellison 
D. Smith, May 31, 1920. H.R. speech of E. J. King, May 1; 
statement to House Committee, May 7. Financial Chronicle, 
May 15, 1920, p. 2032. 
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without increasing the actual amount paid out 
in dividends. It therefore left the shareholder 
with exactly the same income from his investment 
as before, but with a sense of largely increased | 
property, which was translated by the speculators 
into advances of 150 or 200 points in some of the 
shares concerned. Two of them were virtually 
cornered. Along with this returning stock specu- 
lation, rates on the Stock Exchange money mar- 
ket rose early in 1920 to 25 per cent for call loans 
and 9 per cent for time loans, with 6 and 7 per 
cent paid on Wall Street for commercial paper. 
At length, on February 21, the New York Reserve 
Bank reported an actual deficit in reserve below 
the legally required percentage to notes and 
deposits. 

The Federal Reserve Board was thus forced to 
act again, in order both to protect the position of 
the banking system and to curb the growing mania 
of speculation. The New York Reserve Bank 
advanced its re-discount rate from 434 per cent to 
6 on January 22, 1920, and from 6 to7 on May 29. 
During that interval the financial disorder had 
become world-wide. Although British prices had 
risen 142 per cent between July, 1914, and 

* Annual Report N. Y. Reserve Bank for 1920, p. 13. 
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November, 1918, they rose 32 per cent further 
between the armistice and the spring of 1920.' 
In France and Italy the 1920 average was 50 per 
cent above that of 1918, and actual cost of living 
had risen even faster. Paper money circulation 
in France increased 22 per cent between 1918 and 
the end of 1920, although it had been expanded 
five times over during the war; even England’s 
“currency notes’’ increased 14 per cent during the 
two years after the armistice. In response both 
to these confusing influences and to the reaction of 
the American situation on the rest of the world, the 
Bank of England raised its rate from 5 per cent to 
6 on November 6, 1919, and from 6 to 7 on April 
15, 1920; the higher rate not having been reached 
in nearly half a century, except for eight weeks in 
our panic of 1907 and for one day in the London 
“war panic” of 1914, when the rate went to 10 per 
cent. This meant that the whole world’s situation 
had now duplicated that of 1906 and 1872. To 
any one familiar with economic history, these 
signs of the times unmistakably portended the 
approach of a financial crisis. 


t London Economist, Feb. 19, 1921, p. 349, “Commercial His- 
tory and Review of 1920.” 
2 League of Nations, monthly bulletins of statistics. 
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HERE is no evidence that the business com- 
munity, or any considerable portion of it, 
entered the year 1920 with a clear idea of the 
very grave situation which was immediately 
ahead. It is true, as we have seen, that uneasi- 
ness existed among bankers over the money 
market’s condition, and that even merchants were 
confessing their dislike at the altered character 
of retail purchases. But at the beginning of the 
year, doubt was seldom expressed over continu- 
ance of an immense home demand for goods and 
an unprecedented export trade. Neither had 
given any sign of reaction. During the closing 
month of 1919, indeed, after all the Wall Street 
turmoil, our shipment of merchandise to the out- 
side world had been larger by nearly $70,000,000 
than in any month prior to that year, and a further 
increase at the beginning of 1920 was correctly 
predicted. 
328 
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The Christmas trade at the end of 1919 was 
described in the press as ‘‘enormous,’’ with ‘‘sup- 
plies of merchandise in very many lines inade- 
quate to meet such a call from consumers.”’! At 
the beginning of 1920, mercantile reviews reported 
retail trade as ‘“‘remarkably heavy,’ with the full 
output of some industries ‘‘sold ahead for the 
first and even the second quarter.”? During 
January the wholesale trade reported buyers as 
‘clamoring for goods both for prompt and future 
delivery,” the steel trade as ‘‘jammed with orders”’ 
and ‘‘some kinds of steel bringing high premiums.” 
In February the mercantile reviews were still of 
opinion that ‘‘there is under-production, all over 
the country, of the things that modern civilization 
most needs.’’3 

In a carefully-selected symposium of financial 
forecasts for 1920, published at the end of I919 
and including the views of four well-known econo- 
mists, three high experts in financial branches 
of government service and fifteen presidents 
of banking institutions, a substantial majority 
expressed belief in continued American prosperity 


tN. Y. Financial Chronicle, ‘Commercial Epitome,” Dec. 20, 
1919, p. 2367. 

2 Ibid., Jan. 2, 1920, p. 87. 

3 Ibid., Jan. 10 and 17, Feb. 7; pp. 176, 271, 570. 
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throughout the New Year, while eight predictions 
of falling commodity markets were opposed by 
nine judgments in favor of sustained or even 
higher prices.‘ One official discussion of the : 
question by the head of a statistical bureau of the 
government, after arguing that the high prices 
early in 1920 were the result of inflated paper 
currencies, concluded that there was “‘no prospect 
of any considerable fall in prices for several years 
to come”’ but, on the contrary, that prices were 
certain to go on advancing.” As a matter of fact, 
the increase of paper-money issues was not checked 
during 1920. All European paper issues were 
greatly enlarged, and our own Reserve note 
circulation rose from $2,844,000,000 on January 
23 to $3,405,000,000 on December 30.3 

The markets themselves, at the beginning of 
1920, distinctly and at times emphatically in- 
dicated that they shared in such expectations. 
Even on the Stock Exchange, where the fall in 
prices which began in the previous November 
continued intermittently during the first two 


*N. Y. Evening Post, Dec. 31, 1919. 

2Statement of Royal Meeker, U. S. Commissioner of Labor 
Statistics, Jan. 5, 1920. 

3 Annual Report Federal Reserve Board for 1920, p. 43. 
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months of 1920, an advance of great violence 
occurred in March, shares of a long list of manu- 
facturing enterprises rising 25 per cent or more; 
some of them doubling or trebling in price. Un- 
til May, the rapid advance of commodity prices 
did not halt at all; on the contrary, their rise in the 
first five months of 1920, from the already very 
high average of December, 1919, was 17% per 
cent.‘ Dozens of large industrial companies 
increased their cash dividends or distributed 
““stock bonuses”’ to shareholders. On the surface, 
the signs seemed to point to uninterrupted pros- 
perity. In Wall Street, even the 7 per cent rate 
on merchants’ paper and the 9 and Io per cent 
charged for loans on Stock Exchange collateral 
were commonly discussed as being merely evidence 
of the scope of that prosperity and of the market’s 
willingness to pay high for the means of exploiting 
it. 

This confidence was suddenly shaken by two 
unexpected occurrences. The warning came first 
from the outside. Precisely as doubt over our own 
economic condition had been created, early in 1907 
and before the autumn crisis at New York, by 
outbreak of financial panic in Germany, South 


t Wholesale Prices, 1890 to 1923, p. 18. 
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America, and the Far East,’ soin April, 1920, much 
uneasiness was aroused when the cables reported 
the sensationally disastrous collapse of the specu- 
lative craze in Japan. The markets of that coun- © 
try had been moving on parallel lines with our 
own; prices for Japanese merchandise had been 
rushing upward, since the peace, with the same 
furious momentum and under the same ideas and 
influences as were simultaneously prevailing in 
America. The average of commodity prices in 
Japan, reckoning 1913 as 100, had in 1918 ranged 
below 196; in 1920 it was 2595.2 Our own 
prices, whose average, similarly computed, had 
been 194 in 1918, reached 247 in May of 1920.3 
A single bank failure at Tokio on April 18, 1920, 
started the crumbling of the whole speculative 
structure, and this was immediately followed by a 
panic of such proportions as to compel every 
financial and commercial exchange in Japan to 
stop business. It brought all trade to a halt and, 
under the forced sales of hoarded merchandise 
by holders struggling to escape bankruptcy, drove 
down prices of staple Japanese commodities 


1 Forty Years of American Finance, pp. 360-363. 
2 Statistical Bulletins, League of Nations, 1920. 
3 Wholesale Prices, 1890 to 1923, pp. 9 and 19. 
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17 to 35 per cent in the space of five or six 
weeks. * 

The analogy between the Japanese situation on 
the eve of this formidable reckoning, and our own, 
was too close for even the careless speculator to 
avoid entirely a shiver of anxiety. The New York 
stock market turned to a disorderly decline, and 
merchants began to express rather more openly 
their own misgivings over the ‘‘consumer’s strike’’; 
which was now, American-fashion, taking the 
shape of country-wide organizations known as 
“Overall clubs’? and ‘‘Old-clothes clubs,’’ whose 
membership was pledged to buy no more new 
wearing apparel until prices should come down.? 
This demonstration often assumed spectacular 
shape; it went so far as to copy the methods of the 
Liberty loan drives. In April, New Yorkers 
watched an ‘‘Economy parade” up Broadway, 3 in 
May the city government of New Orleans under- 
took to proclaim a special holiday which it called 
‘‘Old Clothes Day,’ on which speeches should 


tStatement of Japanese Financial Commissioner at New 
York, April 22, 1920. London Economist, Tokio correspondence, 
June 12, 1920, p. 1298; July 17, p. 100. N. Y. Financial 
Chronicle, Apr. 24, 1920, p. 1699. 

2 Financial Chronicle, Apr. 24, 1920, p. 1763, “Commercial 
Epitome.” 

3N. Y. Times, April 16, 17, 18, 20, and 25, 1920. 
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be made to urge suspension of buying. Extrava- 
gant purchases of goods by the newly-enriched 
traders and the highly-paid laborers were indeed 
continued, but retail stores were growing uneasy | 
over the departure of old-time customers, with the 
frank declaration that they proposed to restrict 
their buying to the smallest possible minimum so 
long as the price for clothing, shoes, hats, and 
household utensils was kept at what they con- 
sidered a preposterous figure, often double the 
prices of war-time. The spread of this movement 
had begun to alter the viewpoint even of the whole- 
sale trade, whose glowing reports of the year-end 
had already gradually been replaced by references 
to the ‘‘note of conservatism,” the ‘‘slowing down 
of trade,” the tendency of merchants and middle- 
men ‘‘to pick their way cautiously.’’? 

At precisely this moment a single incident in 
the American retail trade brought apprehension 
to a focus. Those large-scale traders in mer- 
chandise which we call our department stores are 
peculiarly sensitive to any shrinkage of popular 
demand, for the reason that their own financial 
security depends on making a ‘“‘quick turn-over’’ 
of their heavy stocks of goods. In ordinary times, 


* Financial Chronicle, Feb. 21, 1920, p. 776; Feb. 28, p. 882. 
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announcement by such concerns of ‘‘bargain 
sales’’ or ‘‘marked-down prices’’ attracts no 
attention in the markets, which assume that the 
department store is only, in the trade vernacular, 
“clearing out old stocks.”’ But the announce- 
ment of John Wanamaker on Monday morning, 
May 3, 1920, came at a psychological moment; 
it was also of unusually sweeping character. 
Widely displayed in the newspaper advertising 
columns, it set forth that, at a time ‘‘when the 
highest financial authorities point out the prob- 
ability of still higher prices,” the establishment 
would “‘put at the disposal of the public... 
$20,000,000 of the best merchandise... by 
offering the full retail stocks of both our stores in 
New York and Philadelphia at 20 per cent reduc- 
tion from actual prices.”” The language was that 
of the clever advertiser; it resulted in the return, 
temporarily at least, of a mass of regular cus- 
tomers; but the action itself was startling and, 
to the army of uneasy speculators, very ominous. 
It was recognized as the outstanding event of the 
day even by the Stock Exchange, which watched 
with keenest concern the immediate sequel in the 
trade; a series of announcements of reduction in 
retail prices running to 10, 25, sometimes even 
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50 per cent.’ The rapidity with which three 
unfamiliar and unpleasant words were now coming 
into use to describe the situation is illustrated by 
the remark of a sober and conservative trade 
review published in May, 1920, to the effect that 
“deflation seems to be gathering momentum; 
liquidation of stocks and bonds is extending to 
commodities; there are further cancellations of 
goods.’’? 

As a matter of fact ‘‘deflation,” of which the 
markets were destined to hear a vast deal more in 
the next few months and years, was actually and 
visibly under way. Average prices of commodi- 
ties, which reached high-record for the period 
in May, 1920, fell 2 per cent in June and nearly 
14 per cent before autumn, the percentage of 
decline in clothing being twice as great. But the 
movement of prices was irregular; although the 
general average reached in May its highest point of 
247, as against 203 in November, 1918, and 100 in 
1913, some important groups of commodities, 
such as house furnishing goods, fuel and building 


t Advertising columns of New York newspapers, May 5, 6 and 
7, 1920. 

2 Financial Chronicle, ‘Commercial Epitome,” May 22, 1920, 
p. 2208. 

3 Wholesale Prices, 1890 to 1923. 


1920] Advance in Prices Persists Bay. 


materials, continued to rise until July or Septem- 
ber. Cotton, whose average price in 1913 was 
127/, cents a pound, whose highest war-time price 
was 38!4 cents and which had averaged 32% in 
1919, went to 4334 on July 22, 1920; that price 
being the highest reached since the years immedi- 
ately following the Civil War blockade of the 
cotton states.? Belief that important or con- 
tinuous reaction in prices was improbable found 
some encouragement in the exorbitant prices for 
food and clothing asked by many retail dealers 
even in the summer of 1920. Perhaps it found 
still more in the extremely rapid advance of rents 
as the autumn season approached—an advance 
which proceeded with such violence as to occasion 
something like panic in the ranks of tenants, who 
were led to suppose that ‘‘under-construction”’ of 
housing facilities in war-time had left the supply 
of residence and office buildings wholly unequal to 
demand. 

Whatever its ground of reasoning, a great part 
of the business community refused to believe 
that the end of the rise in prices had come. ‘There 
is ‘‘no real uneasiness as to the future of American 


t Wholesale Prices, 1890 to 1923. 
2 Ibid. Shepperson, ‘‘ Cotton Facts.” 
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business,” one highly conservative financial jour- 
nal wrote, during that month.‘ In the face of the 
cut in prices at the retail stores there were well- 
known instances of New York bankers advising — 
Western mercantile clients that, as a result of the 
‘“‘consumer’s strike,” the consuming public would 
be forced to replenish its supplies in autumn, 
when merchants, because of their fright over 
‘‘deflation,’’ would have entered the busy season 
with empty shelves. The sagacious trader, there- 
fore, would be he who should buy heavily in the 
spring and thus have the autumn market in his 
hands. The advice was somewhat widely taken; 
it resulted, later on, in a struggle of the unlucky 
clients to escape insolvency; but for the moment 
there seemed to be no doubt that the argument 
was allaying the worst of the apprehension. 

The stock market did not recover, but that was 
because financial observers now had other things 
to watch than declining retail prices. The 
extreme tension in money rates was one. It was 
on May 29 that the New York Reserve Bank’s 
rediscount rate, which had previously been raised 
from 434 per cent to 6 on January 22, was 
advanced to the abnormally high figure of 7 per 


'Financial Chronicle, May 29, 1920, p. 2304. 


1920] Falling Reserve of Federal Banks 339 


cent. When the first advance of 1920 was made, 
the New York Bank’s ratio of cash reserve to 
deposits and note circulation had fallen to 3814 
per cent, which was virtually the statutory 
minimum; the bank had in fact been compelled, 
as the Reserve Board subsequently reported, to 
put $100,000,000 of its mercantile paper collateral 
“under rediscount with other Federal Reserve 
banks in order to maintain its legal reserve per- 
centage.”* This was pretty nearly a signal of 
distress. The 6 per cent Reserve bank rate of 
January checked the process of impairment only 
momentarily. The reserve ratio recovered to 
424 per cent in March, but by the end of May was 
down again to 40)% per cent;” for which the main 
cause was recourse of hard-pressed private banks, 
on a wholly unprecedented scale, to the facili- 
ties of the Federal Reserve. When the New 
York bank rate was first advanced, in November, 
1919, the institution’s discounts had stood at 
$958,000,000, or $146,000,000 more than in the 
armistice week of 1918. But by the end of Febru- 
ary, 1920, they had reached $1,132,000,000. 
Note circulation of the bank, whose maximum was 


t Annual Report Federal Reserve Board for 1920, p. 386. 
2 Ibid., p. 396. 
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$736,500,000 in 1918 and $824,900,000 in 1919, 
stood at $854,800,000 on May 14, 1920." 

With money commanding 7 and 8 per cent on the | 
Wall Street open market, it was out of the question 
to leave the Reserve bank rate at 6. Such a 
margin of difference would mean that private 
banks in the Federal Reserve would be able con- 
tinuously to increase their own loans to customers, 
while throwing the burden on the Reserve banks 
and making a double profit to themselves— 
through the very high open-market rates and 
through the opportunity of getting the necessary 
money for much less than the individual borrowers 
paid them. The 7 per cent Reserve bank rate, 
fixed at the end of May, was a measure of plain 
necessity ; it was followed or preceded by a similar 
rise at nearly all the European central banks, while 
bank rates even on such distant markets as 
Bombay and Tokio went to 7 and 8 per cent. 
For short-dated government borrowings the 
United States Treasury had been paying 4% per 
cent per annum up to the last week of I919, and 
as late as February, 1920, it put out a loan for a 
very short term at the same rate. But in May it 
had to offer 514 per cent for a six-months’ loan; 


* Annual Report Federal Reserve Board for 1920, p. 396. 
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by October it was paying 534 and by December 
6 per cent." 

It was impossible for this to happen without 
profound influence on the price of outstanding 
government bonds. In armistice week of Novem- 
ber, 1918, the 41% per cent Liberty bonds had sold 
on the Stock Exchange for slightly less than 99, 
or barely I per cent below the subscription price. 
Early in 1919, largely because of the higher interest 
rate fixed for the Victory 434 per cent loan of May, 
they ranged between 93 and 96. The raising 
of the New York Reserve bank rate in November 
of 1919, and the expiration of the one-year term 
for which private banks had engaged in October, 
1918, to lend on Liberty bond collateral at the 
rate of interest paid by the bonds themselves, 
caused further decline to 91 and 92; yet they 
ended that year with fairly steady values. 

In 1920, however, the market for these bonds 
was very severely shaken; first through the direct 
influence of the high Reserve bank and open 
market money rates, next through heavy realizing 
sales by business men and companies that had been 
large subscribers to the Liberty loans and now 
needed the money to conduct their own expensive 


t Treasury Report for 1920, pp. 12-17. 
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trade and, finally, through an outpour of the bonds 
from discouraged individual investors who had 
either taken fright at the already large decline 
or who, not having paid off the bank loans with 
which they had raised the purchase-money, were 
confronted with a charge of 6 per cent or higher 
to carry the 414 per cent investment. It was 
now, indeed, that the market had to pay the 
reckoning for the immense mass of subscriptions 
on borrowed money to the war loan of October, 
1918, and the loss fell on the men and women who 
had been urged to make subscriptions in that way 
for patriotic motives. Some idea of the scope 
reached by the closing-out of such bank loans 
may be obtained from the fact that whereas in 
November, 1919, rediscounts by all the twelve 
Reserve banks of private bank loans secured by 
government bonds stood at $1,771,028,000, the 
amount had fallen to $1,444,175,000 in the first 
week of May, 1920, and to $1,231,841,000 in the 
middle of June.* 

Under the pressure of these various kinds of 
liquidation, the price of the Liberty 41% per cents, 
which had been subscribed at par, fell in May, 
1920, as low as 82; even the Victory 434s, with 


* Annual Report Federal Reserve Board for 1920, p. 44. 
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their maturity only three years off, sold below 95. 
The market’s rating of the government’s credit 
was on an interest basis higher than 5 per cent.; 
something which could not have been said even 
in the panic of 1873. These prices of May were 
the lowest ever reached; but in actual fact the 
decline was checked only by the action of institu- 
tions such as savings banks, which were by instinct 
so convinced of the great intrinsic undervaluation 
of United States bonds at prevailing prices that in 
many instances they sold some of the best ‘‘gilt- 
edged” investments from their strongboxes to 
reinvest the principal in Liberty bonds.t Neces- 
sarily, what happeried to United States govern- 
ment bonds happened in even more formidable 
shape to the investment bond market in general. 
At the time of the armistice a published average of 
prices for typical selected bonds was higher than 
that of December, 1914, and only 3 or 4 per cent 
below December, 1913. From that 1918 average 
of 821% the figure declined to 79 in June of 1919, 
to 71 in December and to 65)4 in May of 1920”. 
That it went no lower, but on the contrary rose to 


t Report of committee on investments to New Jersey Savings 
Banks Association, May, 1920. 
2 New York Times, daily Stock Exchange averages. 
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73 in the autumn of 1920, when the agony of forced 
liquidation was dominating every other market, 
can be explained only by the supposition that . 
great masses of capital, withdrawn in complete 
distrust from investment in stocks or commodities, 
were seeking refuge in the higher grades of fixed- 
revenue securities. 

This spectacular movement in the investment 
market was watched both by Wall Street and by 
the general public with something like bewilder- 
ment, and the confusion which surrounded it was 
not diminished by the fact that the crumbling- 
away of bond values in the early part of 1920 
occurred almost simultaneously with the fall of 
sterling exchange to $3.18 in February, represent- 
ing a discount of 341% per cent from gold parity 
—apparently a greater depreciation than had oc- 
curred even in the sensational fall of sterling when 
Napoleon returned from Elba in 1815.' Beyond 
any question, an important contributory cause 
for this sweeping decline in the exchange value 
of the British currency was recall of their European 
credit balances, wherever possible, by American 
bankers and merchants who were now trying to 
safeguard their own position. But the rapid de- 


t Tooke’s History of Prices, Vol. II, p. 33, note. 
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preciation of sterling reflected also economic con- 
ditions in England, whose paper currency issues 
had increased £54,000,000 during 1919, or 13 per 
cent, and whose foreign trade in 1919, even with 
the year’s great increase in exports as compared 
with war-time, had shown an excess of imports 
over exports £535,000,000 greater than that of the 
pre-war year 1913." Along with the precipitous 
fall in sterling, the French franc broke at the be- 
ginning of 1920 to 57/s cents, as against gold parity 
of 19 ¥, cents and a price of 1814 at the armistice. 
A feeling prevailed that the whole financial situa- 
tion was in the grip of abnormal forces whose scope 
and direction it was impossible to measure. In the 
public mind, misgiving began to a certain extent 
to show itself as to whether the fall in the war 
bonds might not mean that the credit of the United 
States government itself was undermined and that 
the prospect for maintenance of the public faith 
had been impaired. But even while all this was 
happening, the markets themselves were preoccu- 
pied with other and more definite problems which 
called for immediate solution. 

Among the long list of troublesome legacies 
left by war finance, two were regarded with par- 
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ticular anxiety. Government operation of the 
railways and government control of the wheat 
trade had sustained those two great industries, | 
during our own participation in the war, through 
the pledging of the public credit for the support 
of each. The time had now arrived when each 
would in the natural course of events have to be 
returned to private auspices. But basic condi- 
tions in both industries had in the meantime 
been so completely altered by war-time influences 
that it was difficult to see how the transfer of 
responsibility could now be made without great 
hazard to the industries themselves. With the 
railways, partly because of the immensely in- 
creased war-time traffic but largely also because 
of a 25 per cent advance in freight rates, made 
early in 1918 by the Federal Railway Adminis- 
tration, gross revenue rose from $4,014,142,000 in 
the calendar year 1917 to $5,184,064,000 in 1919; 
an increase of $1,169,922,000.' But the vastly 
more rapid advance in cost of material and fuel, 
supplemented by several sweeping additions to 
the railway wage scale and undoubtedly em- 
phasized by the period’s decreased efficiency of 
labor—a world-wide phenomenon of the day— 
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had far overtopped the increase of revenue. 
Even during 1916 and 1917, railway wages in the 
United States had been raised in the aggregate by 
the private managements upwards of $300,000, - 
000,* and in May of 1918, on the recommendation 
of the Wage Commission, the Railway Adminis- 
tration had further increased wages from the 
$1,917,419,220 total of December, 1917, to $2,205,- 
432,938. ? 

The Wage Commission’s report set forth that, 
while their own increase of railway wages, $288, 
013,718, represented an addition of 15.021 per 
cent, the total increase of $593,865,544 since 
the middle of 1915 amounted to 36.85 per cent.3 
This happened in the first year of government 
operation; Mr. McAdoo’s successor as Director- 
General summed up the railway situation, a year 
after the wage advances of 1918, as one in which 
rates had been increased approximately 25 per 
cent while cost of materials, wages, and other 
necessary railway expenditures had gone up from 
50 to 70 percent.4 The result was that, as against 

t Report of Railway Wage Commission, May, 1918. Financial 
Chronicle, May 18, 1918, p. 2086; June 1, pp. 2307-2309. 

2 Ibid. 3 Ihid. 


4Statement of Walker D. Hines, cited in Washington corre- 
spondence of New York Journal of Commerce, May 28, 1919. 
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the increase of $1,169,922,000 in railway gross 
revenue for 1919 compared with 1917, these in- 
creasing costs had simultaneously added $1,590,- 
000,000 to operating expenses, so that annual net 
earnings had shrunk by nearly half a billion dollars. * 

What that meant, in the matter of earning 
power under the conditions of 1919, was suggested 
by the subsequent report of the second Director- 
General to President Wilson. In his recapitula- 
tion it was shown, first, that during the entire 
period from January 1, 1918, to March 1, 1920, 
operating expenses had exceeded operating rev- 
enues by $715,500,000; second, that the footing 
of this loss, together with meeting the govern- 
ment’s guarantee to the companies of compen- 
sation equivalent to their pre-war net earnings, 
had resulted during those twenty-six months in a 
net outlay by the government of $1,886,322,000. ? 
That did not indicate a condition of solvency, if 
the properties were to be thrown back overnight 
into the hands of their owners. It is true that 
most of this huge loss was due to a guarantee 
based on peace-time earnings; also that, as the 


« Statistical reports, Interstate Commerce Commission. 
2 Report of Director General Walker D. Hines to President 
Wilson, Feb. 28, 1920. 
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Director-General took pains to point out, ‘‘the 
railroads like other industries were subject to the 
conditions growing out of the war,” which ‘‘would 
have been the same if the railroads had been in 
private control.”* But on the other hand, 
although the war was now over, war-time dis- 
location of industry was not, and actual results of 
railway operation in 1919 were much worse than 
those of 1918. 

The Federal Control Act of 1918 had provided 
that the period of the federal guarantee should not 
be extended further than ‘‘the one year and nine 
months next following the date of the procla- 
mation by the President of the exchange of 
ratifications of the treaty of peace.’’ The Presi- 
dent was also authorized, however, to relinquish 
all federal control ‘‘at any time he may deem such 
action needful or desirable,’”’ and it was stipulated 
that, in case he were so to decide, ‘‘no right to 
compensation shall accrue to such owners from and 
after the date of relinquishment.”? The date for 
return to private operation, with all these com- 
plex conditions surrounding it was therefore 


t Report of Director-General Hines. 
2 Act to Provide for the Operation of the Transportation Systems 
while under Federal Control, March 21, 1918, Section 14. 
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really optional with the Executive. In December 
of 1918 Secretary McAdoo, then also railway 
director-general, after considering all possible 
alternatives regarding date of relinquishment, 
formally advised a five-year extension of the 
period of Federal control. His argument was that 
such action would ‘‘take the railroad question out 


rr 66 


of politics,” ‘would admit of a comprehensive pro- 
gram of improvements’’ and would make possible 
the discovery, by longer consideration, of “‘the 
permanent solution of the railroad problem.”’ 

Mr. McAdoo did not recommend public pur- 
chase and ownership of the roads; but he believed 
it ‘impossible, after return of peace, to restore 
the competitive conditions of pre-war days” 
and he recommended, if the five-year extension 
were not granted by Congress, that the railways 
should be immediately returned to private 
operation.’ This unquestionably hazardous ad- 
vice was not followed in either particular. Al- 
though McAdoo had stated, ostensibly for the 
president, that ‘‘this conclusion accords with his 
own view of the matter,’? Mr. Wilson’s first 


* Letter to Senate and H. R. Interstate Commerce committees, 
Dec. 11, 1918. 
2 Thid. 
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formal declaration of purpose, in his message to 
the extra session of Congress in May, Ig19, set 
forth that ‘‘the railroads will be handed over to 
the owners at the end of the calendar year.’’? 
This was, however, on the presumption that 
Congress, during the seven-months’ interval, 
would have prescribed the status for the transfer. 
But the House and Senate were unable during 1919 
to agree on any program of railway legislation; 
therefore the date of relinquishment was further 
extended to March I, 1920.? 

Unfortunately, the vacillating attitude of the 
government had other results than postponement 
of return of the railways; it called into life the 
slumbering propaganda for government ownership. 
That proposal, which had never greatly com- 
mended itself to the highly individualistic Ameri- 
can community, had assumed a different aspect in 
the eyes of railway labor, whose petitions for 
increased wages had been conceded without debate 
by the Federal Railway Administration and to 
whom, therefore, government ownership made a 
powerful personal appeal. It should be observed 


t Message cabled by President Wilson from France, May 19, 
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that the whole civilized world was echoing, in the 
early months of 1919, with the demand of labor 
for a direct and often for a controlling share in the 
management of industry. In Russia the Com- 
munist revolutionary leaders had utilized the 
movement to seize control not only of industry but 
of government itself, in the alleged behalf of labor. 
Elsewhere in Europe, the attitude of organized 
labor had been openly menacing. In some coun- 
tries, dictation of the Soviet type was upper- 
most in politics; in several, notably Italy, success 
appeared already to have been achieved in ousting 
the owners of industrial plants from individual 
control. It was under these circumstances that 
a Chicago corporation lawyer, Glenn E. Plumb, 
previously unknown to the general public outside 
his own city but who had once been president 
of a street railway company and had conducted 
some railway litigation, submitted in August to the 
committee of Congress which was considering the 
railway question a radical proposal. 

He urged that the Federal government should 
buy all the railways from their owners for ‘‘the 
amount actually necessary to secure their invest- 
ment,’ and that thereafter the whole railway 
system of the country should be managed by 
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fifteen directors, of whom five should be elected by 
what he called the ‘‘classified employees” and 
five by the “‘official employees,” with five ap- 
pointed by the President of the United States. 
After fixed charges and operating costs should 
have been met, the surplus earned by the railways 
was to be divided equally between the govern- 
ment and the railway employees.‘ This extra- 
ordinary proposal was at once incorporated into a 
bill submitted to Congress by Representative 
Thetus W. Sims of Tennessee, which provided 
for Plumb’s ideas of operating management and 
division of surplus profits, which based the terms 
of government purchase on ‘‘a valuation as deter- 
mined finally by the courts,’ and which stipu- 
lated ‘‘automatic reduction of rates when the 
employees’ share of the surplus is more than 5 per 


2 


, 


cent of gross operating revenue. 

Had this sweepingly Socialistic proposal been 
sponsored only by its individual authors, it would 
probably have attracted merely the curious atten- 
tion bestowed upon scores of other fantastic bills 
and memorials on economic questions which at 


t Testimony before H. R. Interstate Commerce Committee, 


Aug. 7, 1919. 
2 Congressional Record, Aug. 2, 1919; Statement of T, W. Sims, 


Aug. 4. 
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such times always go to fill the waste-baskets of 
Congressional committees. But it immediately 
developed that the responsible heads of the rail- 
way labor organizations were members and officers 
of the ‘‘Plumb Plan League,” one of them being its 
president ; also that the submitting of the Sims bill 
to the House had been dictated by the National 
Brotherhoods of railway engineers, trainmen and 
firemen, by the Order of Railway Conductors, and 
by the executive council of the American Feder- 
ation of Labor.t The labor chieftains presently 
put in personal appearance at Washington, where 
they proceeded to issue declarations of their 
purposes which amounted to open threats. ‘‘We 
are walking on a very thin crust,” the head 
of the Locomotive Brotherhood and president 
of the ‘‘Plumb League” asserted.? ‘‘The rail- 
way employees,” the joint manifesto of the 
railway unions declared, ‘‘are in no mood to 
brook the return of the lines to the former 
control.” 3 

Thus suddenly came the anxiously-awaited test 
of the question, what underlying political and 


* Statement of T. W. Sims, Aug. 4, 1919. 

2 Warren S. Stone, interview of Aug. 3. 

3Statement of Warren S. Stone, W. G. Lee, Timothy Shea, 
L. E. Sheppard, B. M. Jewell at Washington, Aug. 2. 
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social situation had actually been left in America 
by the war. We have seen what was happening 
in Europe. During the nine months after the 
armistice, organized labor seemed in one way or 
another, varying with the political temper and 
traditions of the different European states, to 
have seized the reins. It was issuing ultimatums 
of wholly unprecedented arrogance in regard to 
political procedure, and neither governments nor 
employers appeared to have the courage to resist. 
In the challenge to Congress regarding railway 
legislation, the stage was set dramatically. The 
statements for labor were defiant and precise. 
Not only were all the railway unions committed 
unreservedly by their officers to the revolutionary 
program, but the declarations of policy carried 
the names of more than one labor leader previously 
esteemed for conservatism—Samuel Gompers, for 
instance, President of the American Federation of 
Labor and member during the war of the Advisory 
Council of National Defense, of the War Industries 
Board, and of the War Labor Administration. 
Probably the American public was for the moment 
wholly unable to guess what would be the outcome. 
As for the potential scope of the new economic 
proposal, its author, when asked at a Congressional 
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hearing whether his plan, if logical for the railways, 
was not equally logical for commercial enterprise 
in general, replied that he could see no barrier _ 
‘‘if it was for the public benefit.’’* 

This, then, was a fairly crucial test of Ameri- 
can public sentiment and of the temper of our 
public men. The response was immediate and 
emphatic. It not only proved unmistakably that 
Plumb and the so-called “‘Big Four” railway 
brotherhoods had wholly misinterpreted the 
American situation and the temper of the Ameri- 
can people, but it went far toward fulfilling the 
prediction of an eminent American economist, 
early in the war, that whatever should happen to 
any other nation as a result of the political and 
social upheaval, the United States would emerge 
from the conflict the most conservative nation in 
the world.? Responsible public men at Washing- 
ton answered the appeal of the labor organizations 
for their personal support promptly and sternly. 
Senator Pomerene of Ohio wrote in reply that the 
Plumb plan was “‘the most vicious piece of legis- 
lation that has been presented to Congress since I 


« Testimony of Glenn E. Plumb before H. R. Interstate Com- 
merce Committee, Aug. 8. 

2William A. Dunning, Columbia University, statement in 
1916. 
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have been in the Senate.”? Senator Hitchcock 
of Nebraska stated his absolute opposition, adding 
that Congress would not be warranted even in 
touching ‘‘such radical legislation without a 
mandate from the people.’”? Senator Smith of 
Georgia declared the proposal ‘‘so unreasonable 
that its unfairness should be clear’? even to the 
railway workers. Governor Cornwell of West 
Virginia denounced the plan as ‘‘not Socialism but 
chaos,” adding that ‘‘they are trying to run things 
that way in Russia, and we know the result.’’4 

Even the original defenders of the project began 
to waver. Plumb himself, while insisting that 
his plan would be ‘‘a big issue in the next cam- 
paign,’’ admitted that ‘‘there is no hope of getting 
the so-called Plumb bill through Congress this 
session.’’5 Bryan, an habitual advocate of govern- 
ment ownership, opposed the plan, although 
characteristically offering a fantastic and unwork- 


t Atlee Pomerene, Letter to Committee of Ohio railway 
employees, Aug. II. 

2 Gilbert H. Hitchcock, telegram to Nebraska railway brother- 
hoods, Aug. II. 

3 Hoke Smith, letter to Savannah Chamber of Industry, Aug. 
28. ‘ 
4J. S. Cornwell, letter to West Virginia Federation of Railway 
Employees, Aug. 23. 

5 Interview at New York, Aug. 27. 
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able alternative of his own.' Gompers, returning 
from Europe and being told by the reporters that 
they had been ‘‘waiting to hear him come out for 
the Plumb plan,” replied that ‘‘you will have to 
wait a little longer.” A few days later, he 
announced for the executive council of the Ameri- 
can Federation of Labor that action on the plan 
would be deferred until a sub-committee ‘‘examin- 
ing into all the facts”’ could report. 

The postponement was indefinite, and Plumb’s 
dream of a ‘‘big issue in the next campaign” was 
never fulfilled. It was in fact quickly discovered 
that overtures by railway labor to win co-oper- 
ation even of the farmers had failed. At first, 
the agricultural organizations merely kept silence 
on the proposals; but evidence presently appeared, 
not only of dissatisfaction among the farmers at 
actual results of the war-time government oper- 
ation of the roads but of dislike at the whole idea 
of public ownership. In December, the New 
York State Federation of County Farm Bureaus, 
through a convention resolution, urged restoration 
of the railways to their owners under conditions 


*Testimony before H. R. Interstate Commerce Committee, 
Aug. 29. 

2 Interview at New York, Aug. 27. 

3 Statement at Washington, Aug. 30. 
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which ‘‘will insure reasonable returns on the value 
of the properties and reasonable rates’ and, a 
month or two later, a memorial to President Wil- 
son in behalf of a dozen national farmers’ unions 
described government ownership or operation as 
“costly, inefficient and inadvisable’; ‘‘against 
good public policy and the principles of sound 
Americanism.”’*? Even before this condition of 
public sentiment had become distinctly visible, 
the chairman of the House Committee had 
declared frankly and publicly that the Plumb plan 
“‘will not be adopted by the Interstate Commerce 
Committee’’; whose deliberations, he went on to 
say, were concerned with’ ‘‘questions of credit, 
of labor, and of financing the roads through the 
period of transition back to private ownership.’’3 

That the American business community was in 
favor of the program thus set forth had been 
pretty plainly indicated, even before the con- 
troversy over the ‘‘Plumb plan” reached its 
climax. The public hearings by the railway 


* Resolution at Syracuse Convention, Dec. 19, 1919. 

Memorial to President by W. I. Drummond, Chairman 
International Farm Congress and T. C. Atkeson, Washington 
represemtative National Grange, Feb. 25, 1920. 

4J. J. Esch; speech to conference of H. R. Republicans, 
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committees of House and Senate, in advance of 
the formulation of a railway statute, had reflected 
strongly the wish for early return of the roads to 
their owners. Several members of the Senate 
committee were individually committed to govern- 
ment ownership, and it attracted attention that, 
in the committee’s public hearings, they made 
little or no effort to cross-question witnesses with 
a view to disparaging the wisdom of restoration 
of the railways to their former management. 
This hesitancy was frankly ascribed by their 
colleagues to the fact that the constituents even 
of these government-ownership Congressmen held 
the opposite view. As early as January, I919, 
a very careful newspaper canvass of public opinion 
at half a dozen typical centres of transportation, 
in widely separate parts of the country, had 
elicited the fact that those communities were 
wholly dissatisfied with the war-time government 
operation and anxious for return to the pre-war 
status. * 

For this attitude, the American instinct for 
individual rather than governmental achievement 


‘Special dispatches from Kansas City, St. Paul, Boston, St. 
Louis, Philadelphia, Memphis, San Francisco, Pittsburgh, Seattle 
and Cincinnati; N. Y. Evening Post, Jan. 23, 24, 25, 27, 28, 29, 
30, 31, Feb. 1 and 3, 1919. 
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was in many respects the clearest explanation. 
But it also unquestionably resulted from dis- 
content of shippers of merchandise over some 
actual results of state operation of the railways. 
For one thing, they had lost the old-time advan- 
tage of prescribing the route for freight consign- 
ments, of selecting the most advantageous plan of 
shipment, of keeping track of the location of their 
goods at a given moment.‘ The change in such 
matters was perhaps an inevitable consequence of 
the particular war-time problems of transportation, 
but the shippers had ceased to make allowances 
when the same conditions continued to prevail 
during 1919. In that year and in 1920 the 
‘freight blockades,” the absence of any assurance 
of prompt delivery of goods from producer to 
consumer, were believed by many merchants to be 
an essential cause for the abnormally high prices 
of 1920 and the abnormally large amount of money 
tied up in merchandise.* Behind all these con- 
siderations there existed, especially among the 
farmers, great dislike at the much higher trans- 
portation rates under government operation. 
Those advances were considered to be largely 


t Evening Post dispatches. 
2N. Y. Federal Reserve Bank, Annual Report for 1920, p. 8. 


362 The War Period of American Finance {1919 


a consequence of the still greater advance in wages 
for railway labor. But the farmer got no com- 
pensatory benefit; on the contrary, the great rise 
of wages in mechanical industries, including rail- 
way operation, had drawn away labor from the 
farms on such a scale that the average pay of 
agricultural workers in the United States had by 
1920 increased 120 per cent as compared with 
1915 and 623, per cent as compared even with 
1917.7 It was not surprising that the farm 
organizations should have refused to indorse the 
railway plan of the ‘“‘Big Four’ brotherhoods. 

The railway committees of the two houses of 
Congress had been holding public hearings on the 
question throughout 1919; in September a com- 
pleted bill was submitted to the Senate, in 
November to the House. The two measures 
differed widely; the so-called Cummins Bill, pro- 
posed by the Senate committee, taking much the 
more advanced ground of the two, especially in 
the matters of prescribing rates sufficient to yield 
a fair return on property investment, of dividing 
with the government earnings in excess of a stipu- 
lated rate, and of providing, so far as possible, 
for the compulsory consolidation of existing rail- 


* Yearbook U.S. Department of Agriculture, 1921, p. 785. 
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ways into a stated number of larger systems. 
The House passed the Esch Railway Bill November 
17 and the Senate on December 20 adopted the 
Cummins Bill. Irreconcilable as the two meas- 
ures seemed to be in principle, the conference 
committee managed, by modifying the Senate bill 
and bringing the House bill closer in line with its 
provisions, to reach agreement. The compromise 
measure was reported to both houses by the com- 
mittee on February 18, 1920; it passed the House 
on February 21 by a vote of 250 to 150, and the 
Senate on February 23 by 47 to 17. 

The first provision of the new Transportation 
Act was that government control and operation 
should terminate on March 1, 1920, but that for 
six months after that date the government should 
continue the guarantee of income on the basis 
prescribed during Federal control. The Inter- 
state Commerce Commission was to establish such 
rates as would enable the railways as a whole, 
“‘under honest, efficient and economical manage- 
ment’? and with ‘‘reasonable expenditures’’ for 
keeping up the property, to “‘earn an operating 
income equal, as nearly as may be, to a fair return 
upon the aggregate value of the railway property”’ 
used in transportation. The commission was to 
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determine both the property value and what per- 
centage of that property value was a “‘fair return,”’ 
but for the two years beginning with March, 1920, | 
the law provided that the earnings thus made an 
objective should be 5)4 per cent per annum, 
to which the commission was authorized to add % 
of 1 per cent for property improvement. These 
stipulations of the law gave rise to a more or less 
prevalent popular belief that the government had 
explicitly guaranteed a 51% per cent income to the 
carriers; but that belief was erroneous. 

No provision was made, beyond the six-months’ 
extension of the war-time guarantee, for making 
good even a deficit in earnings below expendi- 
ture in the case of any individual railway. The 
rates actually fixed by the commission did not in 
any of the next five years produce for the carriers 
as a whole as much as 5 per cent earnings on their 
tentative valuation.’ Furthermore, the Act pro- 
vided that, if any railway were to earn a yearly 
net operating income in excess of 6 per cent, 
one half of that excess was to go to the company’s 
reserve fund and the other half to be paid over to 
the government for use in necessary loans to other 


Bureau of Railway Economics, “Railway Revenues and 
Expenses,’’ annual statements. 


1919] Plan for Amalgamations 365 


carriers. A Labor Board was established, with 
the duty of passing on questions of higher or lower 
wages which were under dispute between the 
companies and their employees, but the original 
plan, compelling submission to its decree under 
penalty, was abandoned. Finally, acquisition of 
one railway by another was authorized, if approved 
by the commission, and the commission itself 
was directed to frame a plan for general consoli- 
dation into a ‘‘limited number”’ of larger systems. 
No hint at compulsory consolidation was however 
incorporated into the Act. 

Thus was begun an entirely novel experiment 
in regulation of the American railway industry. 
The decision of the law-makers was accepted 
by the railway managements and by investors in 
railway securities—not certainly with enthusiasm 
or without misgiving, but with a sense of great 
relief, arising from the fact that not only had the 
extravagances of the ‘“‘Plumb plan” been deci- 
sively rejected but that railway labor, relinquishing 
its threat of action in case the plan of Congress 
was enacted, had submitted.t The two main 


t Statements Railway Union delegation to President Wilson, 
Jan. 27, Feb. 26, 1920. Proclamation American Federation of 
Labor, Feb. 8. Statement in behalf of railway unions, March 2. 
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doubts of the railway managers concerned the 
questions, first, whether uniform rates that 
would yield a ‘‘fair return” on the average to 
carriers in the district to which those rates applied 
would ensure a living profit to the weaker lines; 
second, whether the ‘‘recapture clause”’ for earn- 
ings in excess of 6 per cent would not injure the 
prospects even of the stronger lines. 

Opinion varied on the plan of consolidation. 
Such a plan was already being rapidly mapped out 
in England; in that country it was put into actual 
operation three years later. But in England 
an Act of Parliament was supreme, there were no 
restrictions of a written constitution on Parlia- 
mentary authority, and it was possible to declare 
that, unless the railways combined voluntarily on 
the lines prescribed by the Parliamentary com- 
mission, they would be compelled by law to do so. 
In the United States, on the contrary, it was recog- 
nized that compulsory consolidation would amount 
to invasion of property rights under the constitu- 
tion, and would probably be so interpreted by the 
courts. Judgment was therefore quite suspended 
on that proviso of the Transportation Act. As 
for the rest of it, every one waited now to see what 
the commission’s policy on rates would be, how 
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that policy would affect the different railways, 
and how far their productiveness would be in- 
fluenced by good or bad times in American trade. 
We shall presently see to what extent the problem 
was complicated by the subsequent course of the 
country’s industrial history. Between March I 
and September 1 of 1920, however, continuance 
of the government’s pledge to make good for that 
period a shortage in any railway’s income below 
the pre-war average relieved immediate appre- 
hension. The private managements, resuming 
operation of their several roads, busied themselves 
with disentangling each railway from the network 
of diverted traffic and of widely-scattered equip- 
ment which had necessarily attended war-time 
operation of them as a unified single system. 

Long before the six-months’ ‘‘guaranteed- 
earnings period” of the railways had elapsed, 
markets were watching with even greater per- 
plexity the sequel to removal of the government’s 
guaranteed price on wheat. Since this guarantee 
had been made in war-time for the purpose of 
ensuring maximum preparation by the farmers for 
the next season’s wheat crop, the price that the 
government’s Grain Corporation engaged to pay, 
for all wheat offered to it, covered the period up to 
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the beginning of the next crop’s harvesting; which 
would occur in the subsequent July. Thus the 
guaranteed price of $2.20 on the wheat crop of 
1917, fixed by the President in August of that year, * 
held good until the middle of 1918. In the early 
weeks of 1918, bills had been introduced into 
Congress to raise the guaranteed price to $2.50 
or $2.75 per bushel; but in February of that year 
the President had anticipated Congressional action 
by proclaiming continuance of the $2.20 guarantee 
until July, 1919, with a subsequent extra allow- 
ance, because of higher freight rates, making the 
guaranteed price $2.26 at Chicago. When Con- 
gress, in July, 1918, passed a compromise bill 
granting a guarantee of $2.40,? the President 
vetoed it,* presently following that veto by an 
order fixing the basic price for the 1919 wheat 
crop, a year ahead, at $2.20.4 That action 
explains why the government guarantee was still 
in force during 1920, and why it applied to a wheat 
crop which was not only harvested afterthe war had 
ended but was largely planted after the armistice. 

It was perfectly evident, however, that the 


* Proclamation of President Wilson, Aug. 30, 1917. 
2 Congressional Record, July 6, 1918. 3 Ibid., July 12. 
4 Proclamation of President Wilson, September 2, 1918. 
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guarantee could not be continued during another 
season. In May, 1920, the President proclaimed 
that on June I all government control of the wheat 
trade should terminate, and with it all purchases 
of wheat by the Grain Corporation. The market, 
therefore, now faced the test as to whether or not 
the price of wheat could hold at anything like the 
existing figure without the government’s purchases 
at the guaranteed price. Even in the grain trade, 
there were curiously divergent ideas upon the 
question. The director of the Grain Corporation, 
an experienced dealer in wheat, expressed great 
apprehension; he described the impending situ- 
ation as one in which withdrawal of the govern- 
ment as the main buyer and distributor of wheat, 
and recourse for such services to private capital 
as in the days before we went to war, threatened 
“not only the grain-handling but the credit 
structure of the country,’’ and opened the possi- 
bility of “agricultural demoralization.”’? 

This view was certainly plausible. The esti- 
mated value of the period’s annual wheat crop 
on the farm was around $2,000,000,000.% In 


t Proclamation of President Wilson, May 25, 1920. 
2 Statement of Julius H. Barnes, May 8, 1920. 
3 Agricultural Department’s estimate, December, 1919. 
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order to prevent the submerging of the market at 
harvest-time by the offer of all available wheat at 
once to actual consumers, it had always been 
necessary, in pre-war days, either for farmers to | 
hold back a great part of their grain or for middle- 
men to buy and store it. In the second process 
the grain-market speculator played an essential 
part, because he had personally to ‘‘carry”’ grain 
in storage. But for either of these expedients, 
the use of immense amounts of capital or credit 
was required. Ever since the Grain Corpora- 
tion. took control of the market in 1917, the 
government had raised the necessary money. 
Now it was about to return the grain market, 
nearly at harvest-time, to the auspices of private 
capital, and it was doing this at a moment when 
credit was hard to get, when time loans and 
merchants’ paper were bringing 7 to 9 per cent 
even on Wall Street and when the Federal. 
Reserve rediscount rate was going to 7 per 
cent. 

It might be supposed that this prospect would 
have aroused intense and widespread uneasiness in 
the grain trade, as the similar suggestion of 
immediate return to private operation had aroused 
it in the railway industry. But in a year when, 
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as we have seen, ideas of intrinsic values were 
perverted in the entire business community, the 
grain trade had not escaped the prevalent illusion. 
The idea had obtained great vogue, even in Con- 
gress, that the government’s guaranteed price es- 
tablished, not a minimum but a maximum;' in 
other words that, without the intervention of the 
Grain Corporation on its arbitrarily established 
basis of valuation, all wheat would have sold after 
August, 1917, far above $2.20. This notion was 
encouraged by the fact that in May of 1917, before 
the government’s “‘stabilized price’’ was fixed, 
sales had been made for $3.45 a bushel at Chicago; 
also that, in December, 1919, and January, 1920, 
the best grades of wheat brought $3.50, a high 
record for our time. When it was selling at $3, in 
the spring of 1920, a very careful and conserv- 
ative grain-market publication, discussing the 
government’s expected withdrawal from the mar- 
ket, wrote that ‘‘one man’s guess appears quite as 
good as another’s regarding what wheat prices 
will do after the market influence of the Grain 
Corporation is removed,’ and asserted that, in 
the trade itself, ‘‘predictions range all the way 


tU. S. Senate speech, Arthur Capper of Kansas, March 23, 
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from $1.50 to $4 per bushel, without convincing 
arguments in either direction.” 

The grain trade did not have to wait long to 
learn the truth. Although the government with- | 
drew from the market on June I, 1920, the Chicago 
Board of Trade postponed to July 15 resumption 
of open trading for future delivery, which had been 
suspended since August, 1917. As late as the 
middle of June, 1920, the cash price at Chicago 
was $3.13; on July 15, when trading in ‘‘futures”’ 
began, the first transactions ranged between 
$2.75 and $2.72. Falling then to $2.48 but 
recovering to $2.86 in August, the wheat market 
thereafter pursued a downward course along with 
other commodities. This happened notwithstand- 
ing a September estimate on the wheat crop nearly 
200,000,000 bushels less than the yield of 1919 and 
a final harvest 135,000,000 under it. In October 
the price went below $2, for the first time since 
1916; it got to $1.62 in November. The decline 
was destined not to stop until, in November, 1921, 
wheat sold at $1.00% or 50 cents a bushel below 
the figure which, as we have seen, the wheat trade 
in the spring of 1920 had named as the lowest 
imaginable price. 


t Northwestern Miller, April 24, 1920. 
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This series of events in finance and industry 
had inevitably thrown every American market 
into confusion. Financial bewilderment was not 
lessened by the fact that, even with the approach 
of autumn, always the critical period in a dis- 
ordered economic situation, the impressions of the 
business community were still conflicting. One 
highly conservative authority reported that, in the 
later months of 1920, ‘‘a slowing-up of the drop 
in commodities, an upturn in securities, and a 
better inquiry for certain lines of goods, gave rise 
to some encouragement.”* Qualified hopefulness 
was also based on “‘realization that the unprec- 
edented price declines and the losses, the shut- 
downs and the unemployment they occasioned, 
had all taken place without deranging the finan- 
cial machinery of the country.’’? 

In talk of general trade, an idea became some- 
what prevalent that, ‘‘if the pendulum had swung 
too far upward”’ in 1919, it might also have swung 
too far in the other direction under the reaction 
that had already occurred in 1920.3 Further- 
more, while wholesale prices had been falling 


tN. Y. Federal Reserve Bank, Annual Report for 1920, p. 19. 

2 Thid. 

3 Financial Chronicle, Oct. 2, 1920, p. 1382, ‘‘Commercial 
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rapidly, there had been little reduction in retail 
prices since the department-store cuts of May, 
and this gave some basis for belief that the ‘‘con- 
‘sumers’ strike’? might be losing force.* On the 
other hand, however, these gropings after reassur- 
ance were offset not only by the continuing fall in 
staple prices but by unpleasant prediction from 
high financial quarters, where it was declared that 
‘‘we are touched by the waiting period which 
always precedes reaction’’;? that “‘it might take a 
year or two to get back to a normal condition of 
stability’; that the country was probably enter- 
ing ‘‘a period of readjustment which will mean 
losses on accumulated stocks of merchandise and 
loss of time to the working classes.”4 But the 
general tendency of the business community was 
to grasp at consoling considerations and to hope 
that the worst was over—an altogether usual 
attitude on such occasions. 

It was under these confusing circumstances, 
and with the public mind in the perplexed condi- 
tion caused by them, that the presidential election 
was held in November, 1920; it resulted in a major- 


™N. Y. Federal Reserve Bank, Report for 1920, p. 8. 
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ity of wholly unprecedented magnitude against 
the party which had been in power since March, 
1913, and which had shaped the country’s policies 
both in the period of neutrality and during our 
own participation in the war. The explanations 
of the day for that emphatic electoral verdict were 
very numerous, and most of them were correct; 
it was, in fact, a very unusual combination of 
adverse influences which the Democratic party had 
to face in its campaign. The cost of living, which 
was still more exorbitant and oppressive than in 
the memory of living men, was alone sufficient, 
in the light of political precedent, to overthrow a 
party in power. But at the same time, resent- 
ment arising from exactly opposite considerations 
prevailed in the farm communities because of the 
autumn fall in wheat and cotton; for which that 
part of the electorate was beginning to blame the 
government at Washington and the Federal 
Reserve. 

The Democratic party could indeed claim 
recognition for conducting an immensely success- 
ful and triumphant war. Its own national plat- 
form of July, 1920, hailed “‘with patriotic pride 
the great achievements for the country and the 
world, wrought by a Democratic administration,” 


376 The War Period of American Finance [1920 


and described the ‘‘imperishable honor, . . . the 
plaudits and gratitude of all free nations,” which 
that administration had brought to the American 
people. But nothing is more familiar in political 
history than the insecurity of reliance on popular 
gratitude thus inspired. The high-pitched enthu- 
siasm with which a nation follows the successful 
public leader in war-time is extremely apt to be 
followed, on return of peace, by reaction of feeling 
proportioned to the violence of war-time senti- 
ment. Political reaction of that nature became a 
historical fact of high importance with England 
after 1815 and, in a measure, with the United 
States after 1865. This very year 1920 had wit- 
nessed in January the downfall of the French war 
premier who carried that country’s campaigns to 
its successful conclusion and in May the defeat of 
Italy’s war executive. The political débAacle of 
the war minister of England was shortly to follow, 
and in the case of Clemenceau, Orlando and Lloyd 
George, the adverse political verdict was in its 
way as decisive as with the Democratic party in 
America. 

President Wilson’s physical break-down after 
the war had practically removed him from the 
activities of politics, but his personality and 
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record were none the less a factor in the acri- 
monies of the campaign of 1920, because of angry 
division of opinion over his effort to bring the 
United States into the League of Nations. 
The Republican platform of May had utilized 
with much adroitness all these elements mak- 
ing for political reaction. The League coven- 
ant signed at Paris by President Wilson, it set 
forth, ‘‘contained stipulations. . . . intolerable 
for an independent people’’; nevertheless (since 
the ultimate feeling of the electorate on the general 
question was not certain), the platform pledged 
its candidate ‘‘to such agreements with other 
nations of the world as shall meet the full duty of 
America to civilization and humanity.” But it 
was necessary also to dispute the claim of the 
other party to reward for its successful prosecution 
of the war. ‘‘Unpreparedness’’ when the country 
went to war was attacked in the Republican plat- 
form as a blunder which, but for the help of our 
European allies, ‘“would have been punished with 
disaster.” The war had been largely ‘‘financed 
by a policy of inflation through certificate borrow- 
ing from banks and bonds issued at artificial rates 
sustained by the low discount rate established 
by the Federal Reserve Board.’ The Reserve 
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Board’s policy towards credit and money rates 
had been ‘‘frankly dominated by the convenience 
of the Treasury” and had inflicted great losses 
“on the millions of people who in good faith © 
bought Liberty bonds at par.” The high cost of 
living was ‘‘due to a gross expansion of our cur- 
rency and credit,’’ which had been brought to pass 
by ‘‘the unsound policies of the Democratic 
administration.” 

Any one who has read the narrative of the pre- 
ceding chapters will recognize at once that all 
these indictments of the government’s fiscal policy 
from 1917 to 1920 had at least an arguable basis. 
Considered as a contribution to historical judg- 
ment, their weakness lay in the fact, of which 
every statesman was perfectly well aware, that if 
the Republican party had itself been in power 
during our period of war, it would unquestionably 
have adopted precisely the fiscal policies which 
the Wilson Administration pursued. But con- 
sidered as an appeal to an electorate already 
disposed to hostile judgment, the platform was 
exceedingly effective. Its criticisms and accu- 
sations were repeated in the party’s campaign 
oratory, with the result, on November 2, of a 
popular plurality of 7,004,847 votes for Mr. 
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Harding and the Republican ticket, whereas even 
Roosevelt’s victory of 1904, unprecedented at the 
time, brought a plurality of only 2,544,333 and 
whereas Wilson polled in 1912 only 2,160,194 
more votes than the strongest candidate of the 
divided Republican party. The magnitude of 
Mr. Harding’s plurality resulted largely, it is true, 
from an influence not necessarily connected with 
changed political alignment of previous voters; 
for the Woman Suffrage amendment to the con- 
stitution had been ratified in August, 1920, and 
the total vote cast in November exceeded that of 
1916 by slightly more than 8,000,000, or 44 per 
cent. Supposing that increase to have resulted 
wholly from the women’s vote, and supposing that 
vote to have been divided between the parties in 
exactly the same ratio as the men’s, it would 
obviously have enlarged to precisely that extent 
not only the total poll, but the plurality of the 
successful party. Even so, however, and in the 
face of the probability, shown by earlier tests in 
state experiments with woman suffrage, that the 
women’s vote was distributed in much the same 
way as the men’s, the essential fact remained that 
Mr. Harding polled more votes by 6,602,364 than 
Mr. Hughes in 1916, while his opponent, Governor 
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Cox, polled only 17,747 more than the same year’s 
vote for Mr. Wilson. 

Whatever else might have been inferred from 
this remarkable result, it was at least beyond dis- — 
pute that a candidate committed to conservative 
policies had been returned with huge majorities, 
backed by the largest Congressional plurality 
in the party’s history. The American business 
community has never lost the habit of imagining 
that a business situation may be vitally changed 
overnight, for better or worse, by a national 
election. It therefore watched next day, with 
very exceptional interest, for the verdict of the 
Stock Exchange. The response in that quarter 
was in all respects disheartening; it indicated that 
the large investors were in a mood of great appre- 
hension and that, although confident of Harding’s 
election, they had been postponing sales of their 
securities only with a view to selling out on the 
better market which they thought the news should 
bring. During the rest of election week, shares of 
the great industrial companies fell 2 to Io points; 
in the following week the decline ran in many of 
them from 10 to 50 points. Shares of the rail- 
ways rose momentarily, then they also plunged 
downward; between election day and Christmas 
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week the average price of fifty stocks selected 
as representative had fallen almost 25 per cent. * 
The decline became disorderly, at times even 
panicky, before the year had ended, and watchers 
of finance and industry were soon made aware 
what the crash on the Stock Exchange fore- 
shadowed. 


N. Y. Times, daily “market averages.” 


CHAPTER VIII 
THE CRISIS OF 1920 


GREAT financial crisis usually comes to a 
climax in the spring or autumn; the reason 
being that in those two periods of a year the actual 
trade position is definitely tested, while at the 
same time demand for necessary credit reaches its 
highest point. We have seen to what extent the 
markets received in April and May, 1920, the 
warning of an approaching crisis; but trade, finance 
and industry unquestionably failed to comprehend 
the actual situation until autumn. Most of the 
phenomena which preceded and foreshadowed 
older financial panics had, it is true, been in 
evidence earlier in 1920; a midsummer 8 per cent 
rate on discounts of merchants’ paper, for 
instance,’ and a sweeping fall of 30 per cent 
t Report N. Y. Reserve Agent; Annual Report Federal Reserve 
Board for 1920, p. 379. 
382 
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in prices of commodities, between May and 
December, to the lowest average reached since 
our entry into the war.' But in all previous 
episodes of the kind, the actual signal for financial 
panic and acute commercial distress had been un- 
expected confession of insolvency by important 
banks or business houses. 

The New York panic of 1907 is still associated in 
historical reminiscence with the Knickerbocker 
Trust Company’s failure,? the panic of 1893 with 
the downfall of the Milwaukee Bank and the Erie 
Railway,* the panic of 1884 with the failure of 
Grant & Ward and the Metropolitan Bank.‘ 
London’s panic of 1890 is identified with the 
embarrassment of Baring Brothers‘; its panic of 
1866 with the Overend-Gurney insolvency. There 
was no such outstanding event in 1920 and, 
although the condition of several large com- 
mercial houses and of one important banking 
institution became very critical during the four 
or five subsequent months, the crisis of 1920 
could at no time be described as an old-time 


t Wholesale Prices, 1890-1923. 

2 Forty Years of American Finance, p. 366. 
3 [bid., p. 194. 

4 Tbid., p. 99. 

5 Ibid., p. 157. 
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‘““credit crisis.”’! No run on the banks occurred 
in the larger cities. With a few exceptions, the 
bank failures which ensued affected mostly small 
interior institutions whose embarrassment was. 
due to special causes. 

The reasons for this immunity from a ‘“‘money 
panic,’’ under circumstances of the severest eco- 
nomic strain, we shall presently examine. But 
even without visible evidence of collapsing credit 
the business situation of autumn, in its other 
aspects, took extremely alarming shape. It had 
by that time become evident, not only that sweep- 
ing trade reaction and deflation were absolutely 
world-wide phenomena and not only that huge 
supplies of goods accumulated by merchants, 
middlemen and exporters had become difficult to 
sell, but that some of the largest wholesale pur- 
chasers of merchandise, home and foreign, were 
unable to pay for the goods which had been sold 
to them and unwilling to accept the goods which 
they had ordered and which were already on the 
way to them. In other similar periods of Ameri- 
can trade reaction, notably after 1907 and 1893, 
there were foreign markets whose buying power 
had been little impaired and to which our mer- 


t Annual Report Federal Reserve Board for 1920, p. 2, 
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chants were therefore able to sell their goods in 
great quantity at the lower prices. But in the 
later months of 1920, the commercial machinery 
of the entire outside world came virtually to a stop’ 
—not only in Japan, whose markets had sounded 
the first signal of distress, but throughout Eu- 
rope and South America, where merchants had 
up to that time been buying our exported mer- 
chandise on a scale limited only by the credit 
obtainable. 

The whole commercial world had in point of 
fact been conducting its transactions under a series 
of illusions—first, that the supply of necessary 
goods was far short of requirements, whereas the 
apparent shortage was actually attributable only 
to slowness of producers to sell, to the holding 
back of goods by speculators, or to delay in deliv- 
ery by railway; second, that purchasing capacity 
of consumers was unlimited, whereas the war had 
left a great part of the world in poverty’; third, 
that the credit resources whereby accumulation 
of goods by home and foreign merchants (not to 
mention speculative operations) was conducted, 
could be indefinitely extended, whereas the credit 


1 Annual Report Federal Reserve Board for 1920, p. 10. 
2 Ibid., pp. 2, 8 and Io. 
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organism of practically every country in the world 
was already strained to the limit. It was the 
coincidence, during the spring of 1920 and on 
every market in the world, of an utterly abnormal 
rise in prices with an equally abnormal advance 
in money rates which revealed how completely 
artificial the supply-and-demand position was. 
High prices had greatly stimulated production, 
and they had done so at the moment when 
hoarded goods were being brought rapidly upon 
the market as a result both of the tempting 
price and the prohibitive cost of credit. Thus a 
seeming under-supply became visible over-supply, 
and apparently inadequate production was trans- 
formed into over-production; this when the retail 
markets were suddenly discovering how blindly 
the real consumer’s buying capacity had been 
overrated. 

Although the American market was almost the 
last to face the dilemma on its own account,? 
it was deeply concerned with the foreign situation 
because of the unprecedented magnitude both of 
our exports and our imports. It should be 
observed that, partly in consequence of holding- 


« Annual Report Federal Reserve Board for 1920, p. 10. 
2Tbida patil. 
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back of merchandise by speculators and partly 
because of delay in contracted deliveries, due to 
industrial strikes and railway blockades in the 
United States, even the foreign customers of our 
exporting merchants had been placing orders much 
larger than they expected to be filled. American 
exporters had therefore been active quite beyond 
precedent in the South American trade. An 
increasingly large absorbent of our merchandise in 
war-time, that market was believed in 1919 to be 
capable of indefinite expansion. As late as in 
May of 1920, the London Economist’s corre- 
spondent had written from Argentina that, in the 
‘‘wave of prosperity’? which was sweeping over 
that country, “‘the question of prices is a second- 
ary consideration,” but that there was ‘‘no specu- 


7 


lation or overtrading. The same idea was 
expressed in March of 1920 in a still more respon- 
sible quarter, when the annual report for the 
$50,000,000 company, organized at New York in 
1915 to finance and extend our new foreign trade, 
stated that ‘‘the South American nations have 
been materially enriched by the war”’ and that, 


since ‘‘the wide and profitable market for their 


t London Economist, June 12, 1920, p. 1299, letter from Buenos 
Ayres. 
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natural products’? had kept up their exchange 
rates, ‘‘to the great benefit of their purchasing 
‘spells opportunity for the 


‘ 


power,” the situation 
United States.” * 

The inference was correct, but events proved 
that the effort to grasp the opportunity—in Wall 
Street’s favorite phrase, to ‘‘capitalize”’ it—had 
been rashly overdone, both in the export and the 
import trade. To South America we shipped in 
the calendar year 1920 $182,000,000 more worth 
of goods than in 1919 and $477,000,000 more than 
in 1913; our imports also from that Continent 
increased over the same two years $73,000,000 and 
$562,000,000: respectively. Only a small part of 
that immense increase could be ascribed to the 100 
or 150 per cent rise of average prices compared 
with the pre-war year; the combined exports and 
imports in 1920 were greater by 300 per cent 
than in 1913.2, Not only had American exporters 
and importers been heavily engaged in the South 
American field, but American banking concerns 
had invested on a very large scale in South Ameri- 
can and Cuban producing enterprises. Our banks 


« Annual Report for 1919, American International Corporation. 
? Monthly Summaries U. S. Foreign Commerce, December. 
1913, p. 507; December, 1920, p. 6. 
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had established branches in South America, for 
the most part hastily arranged and imperfectly 
equipped but confident of easy commercial success. 
While the importing merchants of Cuba and South 
America were placing orders on a wholly un- 
precedented scale for the products of our manu- 
facturers, there had seemed to be no limit to the 
demand for the export products of those countries 
or to the price which could be exacted for them. 
Holders of such commodities as sugar, production 
of which was believed at the end of 1919 to be so 
far short of consumers’ needs as to threaten actual 
‘‘famine,’* stood out for constantly mounting 
prices. The paper wealth “acquired by native 
dealers in those markets was so great that, at the 
climax of the price-inflation movement, the lavish 
expenditure in New York hotels and shops by 
Latin-American visitors became subject of remark 
equally with the extravagance of our own profiteers 
and workingmen. 

It was impossible that either home or foreign 
banks should continue to increase indefinitely 
their loans for the conducting of this highly 
speculative business. The shape which the situ- 


t Annual Report N. Y. Chamber of Commerce, 1920-1921, 
Partellgypsrse 
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ation had begun to take in the spring of 1920 
was that banking institutions were asked to 
provide progressively larger sums of credit for 
commodities held in storage;t to do so when prices 
already seemed to prudent bankers dangerously 
high and when signs were becoming visible, both 
that the hoarded goods were coming on the market, 
and that the sales were finding extremely poor 
response from consumers. No banker in his senses 
would have neglected to guard his credit facilities 
carefully under such circumstances. American 
banks were in fact hardly in a position even to 
continue their existing advances to such borrowers, 
when the prospect of selling the merchandise at a 
profit and paying off the loans was visibly growing 
more remote. In the autumn, loans and dis- 
counts of all American banks were officially 
reported to have increased between October, 1919, 
and the middle of 1920, no less than $5,805,000,000, 
or more than 23 per cent.? 

But the attempt of banks to reduce or limit the 
credit had the effect of making the speculator’s 
position untenable. Hoarded merchandise was 


* Annual Report Federal Reserve Board for 1920, p. 12. 
? Comptroller of the Currency, statement of Oct. 15, 1920, 
N. Y. Reserve Bank, Annual Report for 1920, p. 7. 
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pressed for sale in greatly increased quantity; 
the market literally crumbled. This change af- 
fected first the export market for South Ameri- 
can and Cuban products, in which the position had 
already been weakened from other causes. When 
the Cuban sugar trade had fixed, some months 
before, what even the New York consuming 
market deemed an exorbitant price, our own refin- 
ers bought supplies from Java, India, Japan and 
Australia; countries which had never previously 
been regarded as practicable sources of supply for 
the United States, but in which the rise of prices 
during 1919 had been less violent.t When the 
Argentine wool market reached its highest price, 
the British government removed restrictions on sale 
of the war-time accumulations of Australian wool. ? 

As a result of these numerous influences, wool 
prices fell in the consuming market from 66 cents a 
pound in March, 1920, to less than 40 in October, 
rubber from 39 cents to 19, coffee from 17 4 cents 
to 6%, or less than the pre-war price, sugar from 
21 cents to 8.3 This meant that the Southern 

t Annual Report N. Y. Chamber of Commerce, 1920-1921, 
Part ll; pa: 

2 Annual Report Federal Reserve Board, 1920, p. Io. 


3 Chamber of Commerce Report 1920-1921, Part II, pp. 2, 3, 
and 13. Federal Reserve Board Report for 1920, p. 9. 


392 The War Period of American Finance {1920 


producing countries could not now sell their mer- 
chandise in the export market except at a heavy 
sacrifice, and that native dealers who had been 
accumulating and hoarding produce were con- 
fronted with heavy losses. Importing merchants 
on those markets were simultaneously finding 
unexpected difficulty in selling to the home trade 
goods bought from the United States; yet this was 
the very moment when speeding-up of production 
was enabling the American export trade to deliver 
all the goods against orders which had been 
placed in expectation of getting only half. When, 
along with these other difficulties, the increased 
bank credit on which the South American mer- 
chants had been reckoning began to fail them, a 
very critical situation was inevitable. 

In the middle of the year, cable dispatches 
from Buenos Aires began to revive the anxiety 
that had been caused by the Japanese news of 
April; they described such congestion of the 
Argentine market for imported merchandise that 
not only were warehouses packed to capacity 
with unsold goods but the sidewalks piled with 
boxes and bales of goods which were still coming 
in. Up to that time, American exporters had 
received with reasonably satisfactory regularity 
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remittances in payment of their consignments 
to these Southern markets; but in that regard, 
the position changed very suddenly. What 
happened was not even recourse to deferred re- 
mittances; the South American importer sent 
outright cancellation of his previous orders for 
goods which at the date of cancellation were in the 
exporter’s hands, or on the sea, or in many cases 
actually at the port of delivery. This repudiation 
of contracts, practiced as it was on a wholly 
unprecedented scale, may conceivably have been 
suggested by memory of the world-wide adoption 
of ‘‘moratorium”’ on debts in 1914, or it may, like 
that expedient, have been provoked by the sudden 
emergency with which the importing merchant 
found himself confronted when his own market 
for the goods had failed him and their price had 
fallen 20 or 30 per cent. Since, however, the 
individual credit of the American exporter was 
engaged in the merchandise already bought or 
shipped, the necessary result was the shifting of 
the crisis to American business houses. 

Not only in Argentina but in Brazil, Para- 


t Annual Report Federal Reserve Board for 1920, pp. 54, 55, 
56. Proceedings N. Y. Chamber of Commerce, Jan. 6, 1921; 
Annual Report for 1920-21, Part I, pp. 176-180. 
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guay and Cuba, great masses of goods already 
exported were thus thrown back on the hands 
of the American shippers, who had to appeal to 
their own banks for help.t At the end of 1920 
it was estimated that resultant actual losses had 
run to not less than $150,000,000.?, From its total 
net operating profits of $5,969,000 in 1920, 
mostly derived from foreign trade, the American 
International Corporation wrote off $4,750,000 for 
‘‘losses in accounts receivable and inventories’’; 
in 1921, although operating profits had declined 
to $3,499,000, it had to write off $6,000,000. Its 
surplus earnings after all deductions in 1919 had 
been $7,569,000, in I92I it reported a deficit of 
$5,899,000. There was no recovery to make good 
these losses. The paralyzing reaction that came 
in this foreign trade on top of the cancellations of 
1920 is illustrated by the record privately com- 
piled for a large American exporting house, show- 
ing that its orders for Brazil fell from $3,294,000 
in 1920 to $114,000 in 1921, for Cuba from $3,576,- 
000 to $680,000, for Mexico from $1,465,000 to 
$362,000, even for Africa from $1,353,000 to $226,- 


* Annual Report Federal Reserve Board for 1920, p. 54. 

? Annual Report N. Y. Chamber of Commerce, 1920-21, p. 179. 

3Annual Reports American International Corporation for 
I9IQ, 1920, 1921. 
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000. For a time, at the end of 1920 and in the 
early months of 1921, the position of numerous 
strong exporting concerns in the United States was 
extremely critical; the banking reviews of the year 
reported ‘‘a certain amount of mortality”’ among 
them. That the ‘cancellations’? were not an 
utterly destructive influence in the credit situation 
of the moment was due to the generally sound 
position of the banks and their leniency in dealing 
with maturing credits. ? 

The leniency was severely tested in other ways. 
The large exporting houses that were left in debt 
to American manufacturers, on account of goods 
ordered for the South American trade but which 
the South American consignees had refused to 
accept, were carried over by their banks. But 
meantime the very numerous smaller concerns 
which had been drawn into the export trade by 
the prospect of large profits began to copy the 
methods of the foreign importers; they refused 
to take the goods which they had ordered from 
merchants and manufacturers. In December, a 
report to the New York Chamber of Commerce 
described a ‘‘wave of cancellations of buying 


: Annual Report Federal Reserve Board for 1920, p. 54. 
2N. Y. Reserve Bank, Annual Report for 1920, pp. 8 and 9. 
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orders and contracts of sale’? by both home and 
foreign buyers, ‘‘which at present is sweeping the 
world and is menacing also the United States.’’? 
A special inquiry by the Chamber found that, in 
many trades, cancellation of orders had been 
recognized as allowable up to a reasonable point, 
but that all precedent had been surpassed in 1920. 
The clothing trade characterized the season’s 
practices as ‘‘very menacing to the industry.” 
The leather trade reported cancellation of orders 
as much larger than at any time in its history. 
The furniture trade stated that it was only in 1919 
and 1920 that dealers had got into the habit of 
ordering far more goods than they really required, 
and canceling orders when deliveries had met their 
requirements. ? 

The policy had originated largely at the time 
when, in 1919, a seemingly insatiable demand for 
goods had compelled manufacturers to allocate to 
customers only a prescribed percentage of their 
orders. The first of the cancellations had actu- 
ally been received with a feeling of relief, as 


* Annual Report of the N. Y. Chamber of Commerce, 1920-21, 
Pattelipat3c: 


? Monthly bulletin N. Y. Chamber of Commerce, November, 
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reducing the commitments for delivery of goods 
which circumstances seemed to make impossible. ' 
But these considerations cut little figure when the 
movement to repudiate contracts spread; it 
merely shifted the losses in a falling market from 
the merchant to the middleman or the manu- 
facturer. As early as July, it was reported in the 
markets that cancellations of domestic wool orders 
had reached $100,000,000,? and it was officially 
stated that $40,000,000 of such orders had been 
canceled at one manufacturing concern. Large 
holdings of almost every kind of merchandise 
became virtually unsalable; the uninterrupted fall 
of prices seemed only to make consumers more 
distrustful of the market. One of the largest 
American ‘‘mail-order houses,’’ whose sales for 
1920 were $101,745,000, had to report for the whole 
year a loss of $7,855,000, and in 1921 had to write 
off $5,615,000 for ‘‘loss on inventory, loss on 
accounts receivable, and depreciation.”* It was 
not strange that failures of American business 


t Financial Chronicle, Dec. 11, 1920, p. 2293. 

2 Jbid., ‘‘ Commercial Epitome,”’ July 31, 1920, p. 507. 

3 Annual! Report N. Y. Chamber of Commerce for 1920-21, Part 
TI, p. 83. 
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houses in the third quarter of 1920 should have 
been greater by 1,903 in number and by $104,194,- 
705 in liabilities than in the same months of 
1919 or that, with the inevitable curtailment of 
production, the number of unemployed laborers 
should have increased 3,473,000 over the previous 
year-end. ? 

It can hardly be doubted that the situation 
which existed at the close of 1920 and the begin- 
ning of 1921, had it arisen under our pre-war bank- 
ing system, would at some point have resulted in 
an old-fashioned ‘‘Wall Street panic”’ of the most 
formidable scope. In the speculative markets, 
in home and foreign trade, in the entire field of 
American credit, the stage was set for such an 
outcome as plainly as it had been set in 1907 or 
1873. The sweeping decline in commodities, 
which carried down the general average of prices 
nearly 43 per cent between May, 1920, and the 
middle of 1921, had caught the whole merchant 
community with exceptionally large stocks of 
goods on its hands, purchased at much higher 


tDun’s Review statements. Financial Chronicle, ‘‘Com- 
mercial Epitome,” Dec. 11, 1920, p. 2337. 

2Report U. S. Labor Department’s employment service; 
Financial Chronicle, Jan. 29, 1921, p. 479. 

3 Wholesale Prices, 1890-1923, p. 19. 
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prices and on the basis of large indebtedness to the 
banks. Those loans were now falling due. Ina 
normal market they would have been paid off 
through sale of merchandise to consumers. But in 
the existing situation the proceeds of such a sale 
would not have covered the loans and, further- 
more, a great part of the goods thus carried were in 
fact virtually unsalable, either because prospective 
buyers on foreign markets had canceled their 
orders for merchandise actually delivered or 
because of the outright disappearance of the home 
market. 

The Stock Exchange also had to face a credit 
crisis; it had been confronted in March, 1920, 
with an overwhelming fall of prices for stocks 
which had been advanced with the greatest reck- 
lessness through very large accumulation of 
stocks by speculators. Continuance of the decline 
in the autumn months had carried the general 
average nearly 26 per cent below that of Novem- 
ber, 1919, with shrinkage of 50 to 60 per cent in a 
long list of shares which had led in the speculation 
for the rise. The banking position was indicated 
by the fact that, instead of reducing the enormous 
loan account necessarily put out in war-time, the 
eight thousand national banks had enlarged their 
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loans and discounts, between the middle of 1919 
and September, 1920, by $1,840,924,000, or 17 
per cent'—actually a greater increase, both in 
amount and percentage, than had occurred in 
a period of equal length after our declaration of 
war in 1917.2, A very large part of this heavily 
expanded loan account could not be met by the 
borrowers at maturity. The banks had begun 
by ‘‘taking over’’ the stocks held by large specu- 
lators for the rise in the disastrous spring market 
of 1920; in the autumn, they practically took over 
the unfortunate ventures in merchandise by im- 
porting or exporting merchants. 

But in both cases they necessarily curtailed 
their individual power of granting credit for other 
hard-pressed business men. Just as the words 
‘“‘deflation’’ and ‘‘cancellation’”’ had made their 
first appearance in the markets of 1919 and 1920, 
a third new term, ‘‘frozen credits,’’ now became 
the familiarly descriptive phrase of the banking 
situation. It meant, the Reserve Board officially 
pointed out, advances which ‘‘had been carried 
beyond the time when the transactions which gave 


* Annual Report of the Comptroller of the Currency for 1920, 
Part II, pp. 301 and 303. 
2 Tbid., pp. 299 and 300. 
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rise to the credit should normally have liquidated 
themselves.”* There was no way of knowing 
when such indebtedness could be paid off; nor was 
it possible, then or afterward, to say how large a 
part of the country’s entire credit facilities was 
tied up in such irredeemable loans. But there was 
reason to believe, the Reserve Board reported, that 
at the end of 1920 “‘they constituted an alarmingly 
large proportion of the total loans and discounts 
carried by the commercial banks of the country.’’? 
Nor was even this the end of the blockade of 
credit. The sudden and sweeping ‘‘deflation”’ of 
agricultural prices brought a great part of the 
farming districts, West and South, to a condition 
where loans granted by banks to farmers either had 
to be closed out when the security was not now 
worth half the face of the loan, or else had to be 
indefinitely extended. The farming population’s 
attitude, as the sweeping fall of prices continued in 
the autumn, was first an expression of incredulity, 
then of consternation, and next of angry and 
futile rebellion against the situation. When 
cotton had fallen from 4334 cents a pound in 
July to 23 in October, the Southern growers 


«Federal Reserve Board, Annual Report for 1921, p. 6. 
2 [hid., p. 6. 
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demanded that the ginners should cease altogether 
turning out cotton in marketable form until the 
price had recovered to 40 cents. ‘‘Night riders,” 
reviving the Ku Klux activities of Civil War 
reconstruction days, nailed threatening notices to 
that effect on the doors of warehouses and ginner- 
ies; it was reported in early autumn that 25,000 
bales had been actually destroyed by these vigi- 
lantes, and there were instances where houses 
were burned and defiant cotton-ginners killed.' 
But this did not even momentarily arrest the fall 
in the price. 

The wheat growers fought against ‘‘deflation”’ 
with equal futility, though in a more orderly way. 
When wheat went below $2 a bushel on the 
Chicago market in October, the Wheat Growers 
Association of the United States, claiming a 
membership of 70,000, issued at Wichita, Kansas, 
a proclamation ordering farmers to sell no wheat 
after October 25 until the price had returned to $3 
at the growers’ terminal market.? So far were this 


*News dispatches from Georgia, Alabama, South Carolina, 
Tennessee, Arkansas and Texas; Oct. 7, 12, 14, 15, 16, 22, 1920. 
Financial Chronicle, ‘Commercial Epitome,” Oct. 9, 1920 p. 1482; 
Oct. 16, p. 1581; Oct. 23, p. 1670. 

2N. Y. Times dispatches, Oct. 10, 13, 27 and 28, 1920. Fi- 
nancial Chronicle, Oct. 16, p. 1524. 
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and other similar demonstrations from helping the 
market that contract wheat had fallen to $1.50 
four weeks after the order of the growers’ associ- 
ation had been declared effective. It reached in 
the autumn of 1921 the price of one dollar per 
bushel, which was a pre-war valuation and which, 
in the case of many farmers, did not meet the still 
greatly increased cost of the necessary material 
and of farm labor; the average monthly wage paid 
Western farm hands in 1920 having been $73.36 
against $33.51 in 1915, an increase of 126 per cent." 

But this was not the only factor in the farming 
West’s financial embarrassment. During the high 
grain prices of the war years, the western farmer 
had commonly invested his profits in additional 
acreage, for which he paid prices far above any 
precedent; few of them had established reserves of 
cash or available assets against a possible turn of 
fortune. Mortgages on the farms of the four 
Northwestern grain states had in 1920 risen to a 
total value nearly 200 per cent above that of IgIo, 
and the greater part.of the increase was based on 


t Department of Agriculture, bulletins on average prevailing 
farm wage rates. 

2‘ conomic position of agriculture in the Northwestern grain- 
raising areas,’”’ report to Reserve Board, Nov. 12, 1923, by John 
H. Rich, Federal Reserve Agent at Minneapolis, p. 2. 


404. The War Period of American Finance {1921 


wartime wheat prices of $2.25 and upward. When 
wheat fell below $1.50 per bushel at the end 
of 1920 and below $1 in 1921, the bank loans of 
the farmers became simply unpayable. Some of 
this farm debt was foreclosed; in the four years 
beginning with 1920, out of 203,040 Northwestern 
farmers 5,388 went thus into actual bankruptcy." 

That number, however, was largely made up of 
inefficient farmers who had rushed into the district 
under the stimulus of the war prices. In the area 
of heaviest failure, it was officially ascertained 
afterward, 51 per cent of those who went upon the 
land were without previous farming experience and 
30 per cent had no capital.2 But the greater 
number of competent farmers were ‘‘carried’’ by 
their banks, which meant not only that older loans 
already due for payment were extended indefinitely 
but that new credit had to be granted to make 
possible the planting of the new crop. Precisely 
the same condition existed in the cotton-belt, 
where the sweeping decline in cotton from 4334 
cents a pound in July 1920 to 107/, in June, 1921, 
left the planter wholly unable to meet his maturing 
debts. The lower price was less than the pre-war 
average; it was quoted for a crop the cost of pro- 


TRichy prey. 2 Ibid. 
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ducing which, as measured by average prices of 
materials, seed, fertilizer and farm labor in the 
cotton district, had been more than double pre- 
war cost.‘ Although the yield of 1920 had been 
greater by 2,000,000 bales than that of Ig19, 
its value on the farm in December was estimated 
to be less by $1,101,000,000 than the previous 
year’s harvest. The Agricultural Department 
subsequently calculated that, as a whole, farm 
production in the United States resulted, during 
the twelve months ending with June, 1921, in a 
net loss of $486,000,000.2. The agricultural West 
and South were in fact insolvent; the resources of 
their banks were tied up in non-collectible loans. 

This chain of financial calamity, stretching 
from the Wall Street speculator to the wholesale 
and retail merchant and thence to the agricultural 
producer, embodied in extremely aggravated shape 
the very elements which brought the country’s 
credit structure of 1873 and 1893 to the breaking- 
point. That nothing in the nature of a ‘‘money 
panic” resulted from them in 1920 or 1921 cannot 

t Wholesale Prices, 1890 to 1923. Agricultural Department, 
bulletins on average prevailing farm wage rates, by geographical 
divisions. 

2Department of Agriculture, bulletin of August, 1924, ‘In- 
come from Agricultural Production in the U. S., 1919-1924.” 
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be explained except by the use made of the Federal 
banks’ reserve of credit resources.‘ A rule 
established as sound by all previous experience: 
in financial crises is that banking institutions 
should lend freely at such times, but at rates 
so high as to make sure that the borrower who 
really needed the additional credit would obtain it. 
This procedure the reserve banks followed. Al- 
though their rate for rediscount went to 7 per cent 
in June, 1920, in the five subsequent months their 
holdings of paper rediscounted for member banks, 
instead of decreasing, had been increased $262,567,- 
000; the increase in such takings of paper based on 
purely commercial obligations being $485,273,000.? 

Without this support from the powerful central 
credit organization, it is probable that the private 
banks would have had to choose between throwing 
their delinquent individual debtors into insolvency, 
or facing insolvency for themselves. In the crisis 
of 1893, when 153 national banks suspended in the 
West and South, some of the unlucky ‘‘country 
banks”’ had to suspend payments when reserve 
money was actually on the way to them from 


* Comptroller of the Currency, Annual Report for 1920, p. 2. 
Annual Report Federal Reserve Board for 1920, pp. 2, II, 12, 13, 
14. 

2 Annual Report Federal Board for 1920, p. 130. 
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distant depositories.* In 1920, the Federal Re- 
serve Bank of such a country institution’s dis- 
trict could arrange to take over its commercial 
paper almost immediately for rediscount, thereby 
establishing for it a fresh reserve or placing at 
its service Reserve note issues with which to 
meet a run. With that support, judiciously and 
promptly granted to member institutions, it was 
possible for the private commercial banks of the 
Federal Reserve system to extend the debt which 
merchants and farmers could not meet, and at one 
critical juncture to take over by united action 
upwards of $50,000,000- obligations contracted 
in the foreign field by a single institution. 

At no time during this period of shaken credit 
and strain on bank resources was there any such 
run on the banks as occurred in 1907, 1893 and 
1873. With the Federal Reserve’s machinery of 
note-issue on commercial paper operative, there 
was no panic of bank depositors, no hoarding 
of money, no issue of clearing-house certificates, 
no “premium on currency.” In the twelve 
months ending with June, 1921, actual failures of 
national banks (all of which were members of the 
Reserve system) numbered only 28, and these 


t Forty Years of American Finance, pp. 192 and 193. 
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were in every instance small institutions with less 
than $100,000 capital, mostly located in sparsely 
settled districts of the West and South.* But 
with the state banks, private banks, savings banks, 
and loan and trust companies, most of which were 
not affiliated with the Federal Reserve, the mortal- 
ity following the crisis of 1920 was very heavy. 
The number of these institutions which suspended 
in the twelvemonth was 330, with aggregate 
liabilities of $96,124,000. In number, all records 
were exceeded except 1893; in liabilities, all except 
1908. 

In particular, the small state banks of the 
agricultural regions suffered severely; out of the 
263 failures of such banks in the period, (compar- 
ing with only 32 in the preceding year) 52 occurred 
in Georgia, 51 in North Dakota, 25 in Texas and 
16 in Nebraska;? there were none outside of the 
Western and Southern States. The average 
liability involved in the 263 suspensions was only 
$94,300 and in most cases, notably in North 
Dakota, insolvency was a consequence, not only of 
the agricultural situation but of defective state 


* Annual Report Comptroller of the Currency for 1921, pp. 102 
779, 771. 
2 Ibid. 3 Ibid. 
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banking laws or inefficient management. Never- 
theless, the Western and Southern bank suspen- 
sions emphasized the scope of derangement in 
the country’s credit structure, which was further 
indicated by 26 failures of loan and trust com- 
panies with total liabilities of $65,534,907, the 
greater part of which loss was incurred in Massa- 
chusetts as a result of the textile complications.' 

The attitude of the hard-pressed West and 
South towards the Federal Reserve, however, was 
by no means that of gratitude or approbation. 
One matter of controversy, which came immedi- 
ately into the foreground as the nation-wide 
financial strain approached its culmination, re- 
quires notice because of its political after-conse- 
quences. It had to do with the policy of the 
Federal Reserve before the general crash began. 
A meeting of delegates from agricultural associ- 
ations, covering the wheat, cotton, live stock and 
tobacco industries, was held at Washington in 
October of 1920. The report submitted to the 
conference began by declaring that, in the desper- 
ate condition of American agriculture, ‘‘producers 
of all crops have come to feel that the hand of the 
government is against them.” The agricultural 


1 Comptroller of the Currency, Report for 1921. 
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distress, it proceeded, was a direct result of various 
official actions, particularly the ‘‘restricting of 
credits,” ‘‘raising the rate of discount on farm 
products,” and ‘‘the statements given out by the 
Secretary of the Treasury, the Governor of the 
Federal Reserve Board and the Federal Reserve 
banks,’’ which ‘‘have been construed to the effect 
that commodity prices, especially prices of farm 
products, were too high and that a pre-war basis, or 
an approximation of a pre-war basis of prices, 
must be reached in a short time.’”* These asser- 
tions, and the angry declaration by delegates to the 
conference that the Reserve Board was engaged 
in a deliberate ‘‘drive to force wheat from $2.55 
to $1.60,” became the basis of widespread political 
unrest in the farming states, which had much to do 
with the breaking of party lines in the next two 
Congresses, and which doubtless contributed also 
to the vote against the existing administration, 
polled by those states in November, 1920. 

The intimation in the conference report, that 
responsible government officials had predicted 
early return to pre-war prices, was quite unfounded. 


‘Report of specic! committee to Agricultural Conference, 
Oct. 13, 1920. 
2N. Y. Times, Washington dispatch of Oct. 12. 
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No such expectation was held or expressed in any 
official quarter; indeed, the farmers’ conference 
report itself guarded its assertion by merely saying 
that statements actually made had been thus 
“‘construed.” But official statements had cer- 
tainly been made with emphasis, earlier in the 
year, to the effect that prices in general were 
oppressively and dangerously high—a fact which 
was publicly recognized in the United States 
Senate’s resolution of May 17—and the Governor 
of the Federal Reserve had spoken with perhaps 
more frankness than discretion in declaring at a 
Southern cotton conference, that ‘‘it is not the 
function”’ of the Reserve system ‘‘to aid any one 
section of the country to maintain a high price for 
its products.”* In reply to the accusation that 
the Reserve Board had caused the agricultural 
distress by ‘‘restricting credit,” the Board itself 
pointed out that between January and October, 
1920, the twelve reserve banks had increased their 
holdings of agricultural and commercial paper by 
$500,000,000 and the member banks by more 
than $1,800,000,000.2, In a subsequent report, 
it produced figures to show that rediscounts by 


t W. G. P. Harding, speech at Birmingham, Ala., Oct. 8, 1920. 
2 Statement of Federal Reserve Board, Oct. 17, 1920. 
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the reserve banks, of agricultural and live stock 
paper alone, had been so largely increased in 
every month of 1920 that the $246,938,000 thus 
held at the end of the year compared with $140,- 
691,000 in May and with only $51,068,000 at the 
end of 1919. 

The policy of lending with the greatest possible 
freedom, but at rates sufficiently high to limit the 
fresh grants of credit to borrowers in urgent need of 
it, was in fact consistently pursued throughout the 
crisis, both by the Federal Reserve and, with its 
assistance, by the private banks. Neither redis- 
counts nor circulating notes reached their high 
point until December, 1920, when the one account 
stood $225,000,000 higher than at the beginning of 
deflation during May and the other $321,000,000. 
The reduction which then ensued was merely 
evidence, always present at that stage of a great 
commercial reaction, of the rapidly waning activi- . 
ties of trade. Notwithstanding absence in 1920 
of the spectacular phenomena of a financial crisis, 
the scope of forced economic readjustment which 
followed was possibly wider than in any American 
“panic period” since 1873. The fall in prices of 
commodities did not cease until January, 1922, 


t Annual Report Federal Reserve Board for 1920, pp. 17 and 18. 
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when the average stood 44 per cent below its 
high point of May, 1920. 

Prices on the Stock Exchange at the end of 1920 
stood 33 per cent under the average of April. 
The country’s production of steel fell from 42,132,- 
000 tons in 1920 to 19,783,000 in 1921; the smaller 
figure being less than the output of any year since 
1908, when the trade depression following the 
panic of 1907 was at its worst. Checks drawn on 
American banks in 1921 were less in aggregate 
value than those of 1920 by $113,000,000,000. 
or 25% per cent, a ratio of decrease three times as 
great as had occurred in the year after the panic of 
1907, and half as large again as that of the year 
after 1893.* Mercantile failures of 1921 were not 
only numerically more than double those of 1920, 
but in liabilities involved they exceeded by 
$269,500,000, or 74 per cent, the highest previous 
yearly figure.?, The year’s movement of freight 
on the country’s railways during 1921 was less than 
in 1920 by 618,786,000 tons, or 25 per cent; the 
gross receipts from freight declined $395,716,000. 3 
In one month of 1921 the total operating revenue 


« Financial Chronicle, annual figures. 
2 Dun’s Review, annual reports. 
3 Annual reports, Interstate Commerce Commission. 
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of all the railways fell below working expenditure, 
and for the year as a whole only 3% per cent was 
earned on property valuation.‘ American export 
trade in 1921 fell $3,743,000,000 below that of 
1920 and the imports $2,769,000,000; so that, 
although the shrinkage in the figures was largely 
a matter of falling prices, our surplus of mer- 
chandise exports was reduced by nearly a billion 
dollars. 

The ‘‘deflation process’? was as complete as it 
was swift; it left American finance and industry, by 
the middle of 1921, in a condition which rendered 
prediction of the future extremely difficult. As we 
have seen, the collapse of the hugely inflated finan- 
cial, commercial and industrial organism had been 
as sudden and far-reaching in the rest of the world 
as in the United States; no help in the task of 
rebuilding the shattered structure could be ex- 
pected from other countries. Only one financial 
movement in the American markets of the day 
stood out in contrast with the rest. During the 
twelve months ending with June, 1920, our gold 
exports had been $466,420,000, exceeding the 
period’s gold importations by $315,880,000. In 


‘Bureau of Railway Economics, ‘‘Railway Revenues and 
Expenses for the 12 months ended Dee. 31, 1921.” 
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May of 1920, however, when American deflation 
really began, the large outflow of gold was abruptly 
checked; by autumn, monthly gold imports were 
rising again to the war time figures. Inthe twelve 
months ending with June, 1921, our gold export 
was only $133,537,000 and our gold import 
$638, 559,000; the surplus of imports, $505,022,000, 
having never been matched in any fiscal year 
except I9I7. 

Large gold importation at an hour of crisis in 
the home credit market was nothing new in 
American financial history; it was in fact a familiar 
incident of all our panics.' It had occurred on 
those earlier occasions, however, either because of 
heavy borrowing by our bankers in the European 
money markets to relieve the American market, or 
because of sudden and great increase of the Ameri- 
can merchandise export surplus. But in 1921, as 
we have seen, the “‘trade balance”’ in this country’s 
favor was enormously reduced, and Europe was in 
no position to make loans to any other country. 
The gold movement of the period was therefore 
striking proof of the commanding position of the 
United States in international finance and of its 
power, in case of necessity, to draw on a vast 


t Forty Years of American Finance, pp. 196 and 375. 
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reservoir of existing foreign credits of its own. 
In that respect, the course of events at the climax 
of our trade depression pointed to facts in the 
situation which were certain to affect our subse- 
quent economic history. 


CHAPTER IX 
IN THE RECONSTRUCTION PERIOD 


E after-war ‘‘deflation’’ which had been pre- 

dicted in 1915, constantly apprehended 
during the ‘“‘peace rumors’’ of 1916, awaited with 
nervous apprehension in the early months of 1919 
and then dismissed as a financial probability in 
the subsequent commercial speculation, may be 
said to have run its course by the end of 1921 or 
the beginning of 1922. That was the term of the 
spectacular deflation movement even in Europe, 
except for Germany and one or two other of the 
central states where continued inflation and 
depreciation of the currency, on a scale quite 
unprecedented in human history, prolonged for a 
year or two after 1921 the fictitious financial and 
industrial activities. Between May of 1920 and 
February of 1922, average prices declined 49 per 
cent in England and 47 per cent in France; after 
the later of those dates, recovery ensued which by 

417 
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the end of 1923 had brought the British average 
nearly 8 per cent and the French 18 per cent, 
above the low points of 1922.1 The American 
average, based on the 1913 figure as 100, having 
fallen from 247 in May, 1920, to 138 in January, 
1922, had got back to 159 as early as March of 
1923, and did not vary greatly from that figure 
during the next three years.” 

With the post-war episode of rapid deflation 
completed in this country, the story of American 
finance in war-time might properly end. The 
chapter of economic history which followed was 
necessarily made up, in the world at large, of the 
prolonged and trying task of reconstruction; in 
the United States it was marked by readjustment 
of American finance and industry to the changed 
conditions of the outside world. All past experi- 
ence in the aftermath of other wars had taught 
that the double process would be long-continued ; 
it may still be many years before it is possible to 
say that the world or any part of it has absolutely 
regained economic equilibrium. When nearly 
twenty years had elapsed after our own War of 


‘Estimates of French Statistique Générale. London Econo- 
mist, monthly index numbers. 

2 Wholesale Prices, 1890 to 1923. Monthly reports Bureau 
of Labor Statistics, 1924-1925. 
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Secession, economic reconstruction continued to 
be discussed as the problem of the Southern 
States. Not until 1878 did the South raise as 
large a cotton crop as that of 1859; it was in 1886 
that Henry W. Grady’s speech on ‘‘The New 
South” attracted nation-wide attention for its 
evidence that industrial reconstruction had at last 
been effected in the defeated states. One of the 
most eminent English economists, reviewing 
Europe’s reconstruction after the Wars of Napo- 
leon, has held that the process actually occupied 
the thirty-nine years between the Battle of Water- 
loo and the Crimean War of 1854. During that 
interval it was England alone which had been able 
to accumulate capital for large-scale investment in 
enterprises of deferred profit and it was British 
capital which provided, for the industrial re- 
habilitation of the outside world, the resources 
which the markets of other countries were unable 
to procure in adequate amount at home.? 

The part which England played in the world’s 
economic reconstruction after 1815 has unmistak- 
ably been the réle of the United States since 1918. 


« Financial Chapters of the War, p. 197. Shepperson, Cotton 
Facts, edition of Oct. 1918, p. 30. 
2 Thorold Rogers, Economic Interpretation of History, p. 292. 
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Notwithstanding the immense outflow of gold in 
1919 and 1920, an evident result both of our 
assumption of England’s foreign obligations in 
1917 and 1918 and of the advancing by our own 
banks of the money to finance our own huge 
exports of merchandise in the first year after the 
war, the position of the United States as creditor 
of the outside world was steadily emphasized. 
It was not merely a question of the war debt by 
foreign governments to the United States Treasury 
based on advances of money for the war. That of 
itself amounted on the books at the end of 1918 to 
$8,171,976,000, but no payment of interest or 
principal on these intergovernmental loans was 
asked in the four years immediately following the 
armistice. 

A careful and thorough computation by econom- 
ic experts, however, conducted under the aus- 
pices of the United States Department of Com- 
merce, found that, when all actual payments on 
international account had been allowed for— 
balance of trade in merchandise, gold and silver, 
interest on our own foreign loans, actual exports of 
United States currency to countries whose citizens 
wanted a stable medium of exchange or basis for 


t Treasury Report, 1918, p. 36. 
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hoarded money, American tourists’ expenditure 
abroad, remittances to Europe by immigrants 
in America, freight charges of foreign steamships, 
and American investments in European markets— 
the calendar year 1919 resulted in a credit balance 
of $1,082,000,000 in favor of the United States 
against the outside world, and that 1920 produced 
a similar credit of $1,143,000,000.* The shifting 
of the gold movement in favor of the United States 
was not surprising, under those circumstances. 

It is true, the financial and industrial depression 
which followed the great deflation on every foreign 
market, coupled with the much lower price of 
merchandise, cut down the American export trade 
of the calendar year 1921 $3,742,900,000 as com- 
pared with 1920. But the simultaneous severe 
reaction in the internal trade of the United States 
curtailed our importations also; they were $2,769,- 
300,000 less in 1921 and that year’s surplus of 
exports, although greatly reduced from the year 
before remained at $1,975,800,000, or vastly 
larger than in any year before 1916. More 
important as an immediate influence, American 
bankers and merchants were now engaged in call- 


tU. S. Department of Commerce, ‘Balance of International 
Payments of the United States,” September, 1923. 
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ing back home the capital loaned to Europe rather _ 
than in advancing new loans and, as a consequence, 
there was no way for Europe to meet its rapidly. 
mounting current obligations to the United States 
except by shipping gold. In 1921 this country 
received from abroad $667,300,000 more gold than 
it sent out; in the four-year period after 1920, our 
gold imports exceeded exports by $1,457,800,000, 
of which $601,700,000 came from England and 
$261,000,000 from France.‘ Whereas the gold 
holdings of the United States were reckoned at 
$1,887,000,000 when war broke out in August, 
1914, and at $3,079,000,000 on the signing of the 
armistice in November, 1918, they had reached at 
the end of 1924 the sum of $4,547,000,000.2 At 
the end of 1923 the United States Mint estimated 
the whole world’s monetary stock of gold at 
$9,407,761,000, out of which total $4,247,201,000 
was held by the United States alone. 

The ending of the war and the completing of the 
immediate post-war deflation had left three very 
different problems on the hands of the United 


* Monthly Summary of Foreign Commerce, U. S. Department 
of Commerce. 


2U. S. Treasury, monthly statements of U. S. money circu- 
lation, Aug. 1, 1914, Nov. 1, 1918, Dec. 31, 1924. 
3U.S. Mint, Annual Report, 1924, pp. 216 and 219. 
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States. One was the adjustment of this extra- 
ordinary balance of trade in favor of the United 
States, without perpetually heaping up gold on 
top of an accumulation which had long before been 
recognized as unnecessarily large. The second 
was the avoiding of such inflation of credit and 
prices as seemed to be threatened by use, for a 
banking reserve, of the huge amount already 
accumulated. The third, a very different matter, 
was the adjustment of the mutual relations of 
home trade and industry after the always uneven 
and irregular working of the deflation process. 

The position of the United States in the field of 
international finance was in some respects the most 
remarkable ever presented in economic history. 
All past experience had indicated that, in the long 
run, So immense an accrued and accruing indebted- 
ness by other countries to a single creditor state 
must result in greatly increased shipment of mer- 
chandise by them in payment. That kind of 
settlement had transformed England’s habitual 
surplus of exports, nearly two decades after 1815, 
into a permanent and very large annual excess of 
imports. Nothing of the kind was in sight for the 
United States when the deflation episode 
terminated. 
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Our position differed radically from that of 
England after the Napoleonic wars. Whereas 
England in that reconstruction period took pay- 
ment from the outside debtor countries in food and 
raw material of manufacture which were not pro- 
duced in the British Islands, the United States 
was itself in 1921 the world’s largest producer of 
such commodities for its own use and that of the 
outside world. It is true that, with the country’s 
increased wealth, credit and purchasing power, its 
import trade increased very rapidly when it had 
emerged from the depression following the crash 
of 1920. Evidence of such recovery had become 
visible during 1922 in that surest of industrial 
indications, iron production; which had fallen 
from a daily average of 108,900 tons in March, 
1920, to an average of 27,889 in July, 1921, but 
which by the end of 1922 had risen again to 99,577 
and in May of 1923 to 124,764, thereby surpassing 
all previous monthly figures.t It was similarly 
reflected in the checks drawn on the country’s 
banks, whose face value had decreased from 
$123,564,000,000 in the fourth quarter of 1919, the 
highest quarterly record at that time, to $83,791,- 
000,000 in the third quarter of 1921, but whose 


t Iron Age, monthly estimates. 
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rapid increase after the second date brought the 
total to $102,234,000,000 in the last three months 
of 1922 and to $138,050,000,000 in the same 
months of 1925.* Freight loaded for transport- 
ation on the country’s railways decreased from 
45,118,000 cars in 1920 to 39,323,000 in 1921, but 
it had increased to 43,713,000 in 1922 and to 
49,812,000 in 1923.2 The trade revival thus 
indicated expressed itself by increase of $603,000,- 
000 in merchandise importations during 1922, of 
$679,000,000 in 1923, and by a further increase of 
$435,000,000 in 1925 as compared with 1923. 
Since exports, mostly because of the hard times 
in Europe, remained in the two years after 1921 
below the total of that year, the annual surplus 
of exports decreased; it amounted in 1923 to 
$375,000,000, as against $1,975,000,000 in 1921. 
During four months beginning with March, 1923, 
indeed, the government reported an actual excess 
of imports amounting to $151,800,000; the largest 
surplus of the kind on record for a period of that 
length, and in the seven months from December 
of 1924 to June of 1925 inclusive, the United 


t Financial Chronicle, quarterly reports of bank clearings. 
2 American Railway Association, statements of weekly and 
yearly loadings of revenue freight. 
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States exported more gold by $179,600,000 than it 
imported in the period. This had the appearance 
of a movement towards readjusting in a normal 
way, the double problem of an unwieldy annual 
credit balance on international account and an 
utterly superfluous domestic stock of gold. But 
the process did not continue. Disastrously short 
American cotton crops in 1921 and 1922 and low 
prices of grain were partly responsible for the 
smaller export trade. In 1924 and 1925, however, 
the cotton yield was exceptionally large and 
European spinners bought heavily to replenish 
their reduced supplies, and in 1924 a shortage 
of wheat in Europe and Canada, during a season 
when our own farmers had raised one of the three 
largest crops since war time, caused both rise in 
grain prices and immediate increase of our export 
trade, which brought the surplus of exports over 
imports, in the twelve months ending with June, 
1925, above $1,000,000,000. 

Only one means had appeared of meeting the 
resultant heavy current indebtedness of the out- 
side world to the United States; this was the lend- 
ing of American capital to Europe in particular 
and the foreign markets in general, on the basis of 
new securities of such foreign countries taken 
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by American investors. Prior to the war, that 
expedient would have been hard to imagine; 
but war-time necessities, as we have seen, had 
accustomed the thrifty American to placing his 
surplus funds in bonds of foreign governments. 
The economic condition of Europe after 1920 was 
not in itself such as to stimulate the movement; 
but on the other hand, the change in the American 
money market after the immense reduction of 
credit commitments in 1920 and 1921, had in- 
fluenced the investment market profoundly. 
Between May, 1920, and May, 1921, the New 
York Reserve Bank rate remained at 7 per cent; 
but at the later date it was lowered to 6%, from 
which subsequent reductions brought it to 4% 
before the end of 1921, to 4 in the middle of 1922 
and in the last half of 1924 to 3 per cent, the lowest 
in the Reserve system’s history. 

As against the correspondingly low rates to which 
loans declined on the open market, the new securi- 
ties offered by European and other foreign markets 
bore interest rates ranging from 6 to 8 per cent; 
practically all of them were made payable in gold, 
and it was already evident, from the course of the 
market for domestic bonds, that the available 
supply of American investment capital required 
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some other outlet even than the large new offer- 
ings of home securities. The foreign offerings 
were taken with great readiness. Department of 
Commerce experts estimated that in 1921 such 
new foreign investments by the American market 
aggregated $1,092,000,000, in 1922 $963,000,000, 
in 1923 $417,000,000 and in 1924 $909,000,000. 
The result, when all other items of international 
transactions had been estimated and included, 
was to balance the whole account in each of those 
years except 1923—in fact, to leave an annual net 
debit against the United States, which meant the 
establishment of foreign balances in America. 

Current obligations of the outside world to the 
United States were therefore fully met. To what 
extent this recourse of long-term loans to Europe 
and the rest of the outside world would per- 
manently meet the situation, if not accompanied 
hereafter by a large and continuous excess of 
merchandise imports into the country over its 
export trade, continued to cause conjecture and 
perplexity in all the markets. That question was 
left in all the greater obscurity, because of the 
prospect that payments would now be resumed on 


*“The Balance of International Payments of the United 
States in 1924,’ p. 26, U. S. Department of Commerce 
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the enormous war-time debt of our European allies 
and other states to the United States government. 
At the end of 1922 those obligations, plus accrued 
and unpaid interest up to that date, amounted to 
no less than $11,656,932,737.' Negotiations were 
now begun with the twenty foreign governments 
concerned, to refund the debts into formal long- 
term bonds, pledging payment of annual interest 
and of such yearly instalments on the principal 
as should extinguish the indebtedness at maturity. 

In June, 1923, the American Debt Commission 
reached such a settlement with England, whereby 
the debt of $4,600,000,000’ was converted into a 
62-year loan, bearing interest at 3 per cent until 
1932 and of 3% thereafter. Yearly payments 
then began, not only of the stipulated interest but 
of amounts on principal account rising from 
$23,000,000 in the first year to $175,000,000 in 
the sixty-second.? Funding of Italy’s debt of 
$2,042,000,000 was arranged with the commission 
in 1925 on a similar interest basis, but with annual 
payments on principal rising from $5,000,000 to 
$79,400,000;3 Belgium, although large concessions 
were made in the adjustment, pledged payments 


t Treas. Rep., 1922, p. 281. 2 Treas. Rep., 1923, p. 262. 
3 Treas. Rep., 1924, p. 318. 
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rising from $2,100,000 in 1926 to $12,500,000 in 
1986, and there were left unsettled, at the end of 
1925, numerous debts of other countries—includ- 
ing France, whose indebtedness for principal and 
interest accrued was then $4,304,012,277.?. In all 
the funding arrangements made, a new and large 
annual debit against the outside world was bound 
to be created, offsetting the expedients which 
had thus far balanced the yearly international 
account. 

The accumulation of gold in the United States, 
only briefly interrupted at the end of 1924 and 
the beginning of 1925, was a problem by itself; 
but it was aggravated by the considerations which 
T have just set forth. In Europe, and to a great 
extent in the United States also, the ‘‘gold move- 
ment’’ was discussed as an influence making 
inevitably for progressive inflation of credit and 
prices. The London financial community very 
generally expressed the view that such advance in 
American prices, as a result of ‘‘gold inflation,’’ 
would solve the problem of international finance 
by rapidly increasing our imports and decreasing 
our exports because of the higher scale of prices 


t Treas. Rep., 1924, p. 288. 
2 Treas. Rep., 1925, p. 265. 
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in the United States. But that did not happen. 
We have seen how immense was the addition to the 
American stock of gold between 1920 and the end of 
1924. Yet average American commodity prices, 
after reaching in January, 1922 (on the basis of 100 
for 1913) their low point of 138 and recovering in 
March of 1923 to 159, declined to 145 in June of 
1924 and advanced no further than 161 in the very 
active trade of 1925.2 This was very far from 
“inflation of prices”; it still left the margin 
between the 1913 and the 1925 valuations practi- 
cally the same as that of the British average. 
There were various explanations. One was 

based on the fact that the Federal Reserve did not 
increase its holdings of gold in proportion to the 
increase of the whole country’s supply. Not only 
was that supply enlarged by the great gold imports 
of the period, but something like $50,000,000 
annually was added from American production.4 
Between the middle of 1922 and the end of 1924, 
the total stock of gold in the United States 


t John Maynard Keynes, ‘Monetary Reform,’ 1924. Regi- 
nald McKenna, chairman’s report to annual meeting Midland 
Bank of London, Jan. 27, 1925. 

2 Monthly statements, U. S. Bureau of Labor Statistics. 

3 Monthiy index number, British Board of Trade. 

4U.S. Mint, Annual Reports. 
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increased $761,800,000.' Yet the gold in the 
Reserve banks decreased $84,300,000 during the 
same period.? This resulted partly from the fact 
that private banks in the system, having largely 
paid off with imported gold the excessively large 
rediscounts incurred at the Reserve banks in 1919 
and 1920, were no longer under the necessity of 
paying over the gold now received on import. 
But the larger cause was the policy deliberately 
adopted by the Reserve banks of paying out as ordi- 
nary cash, in the form of gold certificates, part 
of their own existing and accruing gold reserve. 
While the gold in the Federal Reserve was falling 
during the period just cited, in the face of a huge 
increase in the country’s total gold holdings, gold 
coin and certificates in general circulation, outside 
the Treasury and the Federal Reserve, increased 
$838,000,000. 

Whether this movement of reserve money into 
general circulation was sufficient of itself to arrest 
what otherwise might have been a tendency to 
excessive inflation of the credit or currency, with 
the expected influence on prices, may possibly 


* Monthly money circulation statements, U. S. Treasury. 

2 Weekly reports, Federal Reserve Board. 

’ Annual Report Federal Reserve Board for 1923, pp. 22 and 
23. 
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be doubted. Even with this releasing into general 
circulation of superfluous gold reserves (a proc- 
ess which had been anticipated, even in pre- 
war days when the Treasury kept the gold reserve 
against the currency"), the Reserve system’s cash 
reserve remained at a height sufficient to have 
supported, under the minimum percentage pre- 
scribed by law, double the combined amount of 
note circulation and deposits resulting from re- 
discounts which were then outstanding; yet there 
was no attempt at such expansion. The private 
banks at times increased their own loans very 
largely (as in the increase of a thousand million 
dollars during the year of excited stock exchange 
speculation, 1925,) in loans of member banks in the 
Federal Reserve.? But that expansion in credit 
was based in no important measure on recourse to 
the Reserve bank facilities;3 and, furthermore, it 
had no visible effect on prices outside the stock 
market, for the average prices of commodities 
actually moved slightly downward during the same 
year. * 

t Annual Report Federal Reserve Board for 1923,'pp.'23 and 24. 

2 Reserve Board, weekly statement of Jan. 7, 1926, on “Prin- 
cipal Resources and Liabilities of Member Banks.” 


3 Reserve Board, weekly statement of Dec. 31, 1925. 
4 Monthly reports, U. S. Bureau of Labor Statistics. 
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The problem of American agricultural distress, 
after the deflation of prices following 1920, stood 
pretty much by itself. It was not, like the others 
which I have examined, an unfamiliar incident 
of the period after a great war. Hard times in the 
farming country had been a sequel of great 
importance, economically and politically, to our 
own Civil War. In the ‘‘deflation period” after 
the great European war, the cause for the distress 
was the same—abnormally large production in 
war-time on the basis of inflated prices, and a 
heavy burden of indebtedness left to be dealt with 
on the footing of a 50 per cent decline in prices. 
The farmer’s difficulties between 1920 and 1924 
were aggravated by the fact that competitive 
production of grain, in the European countries 
during the first years of reconstruction, increased 
much faster than competitive production of other 
commodities. The world’s annual production of 
wheat increased from 2,997,000,000 bushels in 
1919 to 3,742,541,000 in 1923, or more than the 
aggregate harvest prior to 1912.' Since the Ameri- 
can yield had not increased during the interval, 
it was clearly a new and trying world-market in 
which the American farmer had to sell his wheat. 


* Year-book U. S. Department of Agriculture for 1924, p. 569. 
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Not only did wheat at Chicago fall during 1923 
as low as 96% cents a bushel, but this reversion to 
the pre-war price occurred while the price of 
commodities which the farmer had to buy had 
recovered substantially from the low point reached 
in I92I or 1922. Reckoning 1913 prices as 100, 
the average of 1919 for agricultural prices had 
been 221 while the non-agricultural average was 
199. Even in 1920, however, the agricultural 
average went below the other; in 1922, while the 
price of non-agricultural commodities averaged 
168, that of agricultural products averaged only 
1364." The resentment of the farmer made itself 
felt, as usual, in politics; but the paralysis of buy- 
ing power in a great part of the farming district 
was even more formidable as an economic problem. 

It was a difficult question for the economic fu- 
ture. Although fortune favored the American 
grain-producer in 1924, when the world’s wheat- 
production decreased more than 400,000,000 bush- 
els from the year before, yet when the American 
crop increased 75,246,000, there was no assurance 
that the happy accident would be repeated. The 
harvest of 1924 was a very timely windfall; sold as 


«Calculations of U. S. Labor Bureau’s statistical depart- 
ment. 
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the wheat crop was for an amount $400,000,000 
greater than the valuation of the crop of 1923, 
and bringing much the largest aggregate return 
of any wheat yield since 1920,* it released the 
greater part of the agricultural ‘‘frozen credits” 
left after 1920. Yet the next year’s world- 
harvest was some 250,000,000 bushels larger while 
our own decreased 193,262,000. Nevertheless, 
the results in 1924 had the result of narrowing 
the discrepancy between agricultural and non- 
agricultural prices; which, indeed, for a time in 
1925, were nearly on a parity. 

These are the special difficulties and uncertain- 
ties which have beset the United States in the early 
stages of the post-war reconstruction period, 
Others will doubtless follow, as the economic 
world adjusts itself to its new conditions. Yet 
the larger view of the economic and political world 
as it has emerged from the European War is 
certain to emphasize first of all what has been 
perhaps the most dramatic transformation of 
economic history; the change since 1914 in the 
international position of the United States. That 
event and its consequences will necessarily provide 


* Year-book of U. S. Department of Agriculture for 1924, p. 
560. 
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the key to the financial future, in America as in 
Europe; the course both of political and economic 
history will be largely shaped by the capacity 
of our bankers, merchants, investors and states- 
men to meet the resultant new responsibilities. 
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9; holdings of American se- 
curities at outbreak of war, 
60; maturing debt of U. S. 
to, in 1914, 61; sales of 
American securities by, in 
1915, 103; loans of 1915 
raised in U. S., 105; enor- 
mous purchases of war mun- 
itions by, in U. S., 109-115; 
enormous shipment of gold 
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Europe—Continued— 
from, to U. S. in war-time, 
131-133; war loans of, 180; 
expedients for raising war 
loans, 181-183; its purchases 
of 1919 from U. S., 290, 295; 
advance of I919 and 1920 
prices in, 327 

European War, see War 

Excess profits tax, imposed in 
1917, 195 

Export trade of U. S., stopped 
by outbreak of European 
war, 62-66; war-time in- 
crease in, begins, 108-118; 
to neutral countries in 1915 
and 1916, 116; enormous 
magnitude of, in 1915, 1916, 
and 1917, 117; problems 
created by export surplus, 
127-135; changes in, when 
U.S. entered war, 221; sur- 
plus of exports to Europe, 
227; variations while U. S. 
was at war, 275; remarkable 
increase of I9I9 in, 289; 
of 1920, 290, 328; how fin- 
anced, 291, 292; increase of, 
in 1919 and 1920, to South 
America, 388; consignments 
from U. S. refused by South 
American importers, 394; 
great decrease of 1921 in, 
414, 421; excess of, over 
imports, disappears in 1923, 
425 


F 


Federal Reserve, number of 
Reserve banks fixed by law, 
49; not ready for business 
at outbreak of war, 76, 77; 
opens for business in No- 
vember, 1914, 89; initial 
gold reserve of, 89; gold 
holdings at end 1915, 142; 
increase in 1916, 142; effect 
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on system’s credit facilities, 
143; expansion of credit at, 
in war-time, 144; large sur- 
plus reserve, 144; reserve 
ratio, at U. S. entry into war, 
204; problem of war require- 
ments, 205; ratio of reserve 
in April, 1917, 210; increase 
of rediscounts after U. S. 
entered the war, 213; in- 
crease in note issues, after 
U. S. enters war, 228-231; 
gold withdrawals from, 240; 
strong position of, while 
U. S. at war, 275; great 
increase of I9I9 in redis- 
counts, 305; in note issues, 
305, 306; keeps down redis- 
count rate in I919, 309; as- 
cribes loan expansion to 
speculation, 310; gold hold- 
ings of 1919 reduced, 317; 
reserve ratio very low, 318; 
urged to advance rate, 320; 
raises rediscount rate in 
Noy., 1919, 322; puts rate in 
1920 ‘to 7 per cent, 326, 340; 
increases note issues in 1920, 
330, 339; decline in reserve 
ratio, 339; commercial and 
agricultural loans of, in- 
crease in 1920 crisis, 406, 
412; blamed by farmers for 
decline in prices, 409; ac- 
cused of deliberate attack 
on values, 410; answer of 
Reserve Board, 411; re- 
duces discount rate from 7 
per cent in 1921 to 3 per 
cent in 1924, 427; policy of, 
regarding gold accumula- 
tion, 432 


Federal Reserve Law, enact- 


ment of, as affected by 1912 
election, 12, 13; preliminar- 
ies to, 29-40; urged by Pres. 
Wilson in 1912, 41; traming 
of, made possible by Money 
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Federal Reserve Law—Cont’d 
Trust investigation, 42; 
drafted by Glass committee, 
45; opposed by banking com- 
munity, 45; amended, 46—- 
49; its changes from Aldrich 
bill, 47, 48; enacted in 1913, 
49; apathetic reception of, 
in financial markets, 50; 
amendments to, when U.S 
entered the war, 207; neces- 
sity for, 243, 244 

Foch, Marshal Ferdinand, for- 
ward movement of 1918 by, 
277; fears U. S. will “miss 
1918 train,’’ 277 

Foreign exchange, violent rise 
of Aug., 1914, in, 71; decline 
in, at end of year, 90; weak- 
ness of 1915 in, 137; moves in 
TOL7magainst aN Y. 224, 
226, 227, 232-241; break of 
1920 in, 344 

France, war declared on, in 
1914 by Germany, 55; mag- 
nitude of war loans in, 180; 
obtains gold from citizens, 
207 

“Frozen credits,’’ wide exten- 
sion of, after 1920, 400 


G 


Germany, U. S. draws gold 
from, after war, 7; attitude 
during Balkan War, 18; 
absence in 1914 of indica- 
tions of coming war, 54; low 
money rate of July in, 54; 
declares war, 55; warships 
put a stop to exports from 
U. S., 62; our exports of 
merchandise to, cease, 62- 
64; recognizes right to sell 
munitions to belligerents, 
112, 113; rumors of peace 
negotiations by, 153; ap- 
peal to neutral powers, 153, 
158; adopts policy of “‘sub- 


” 


marine ruthlessness,” 158; 
U. S. threatens break of re- 
lations with, 159; relations 
with, broken by U. S., 159; 
attempts to turn Mexico and 
jeren against U. S., 160; 
S. declares war on, 161; 

ie of war loans, 180; 
methods of raising home 
war loans, 182; finances war 
by loans, and not by taxes, 
200; obtains gold from citi- 
zens, 207; asks terms of 
peace, 278; accepts Wilson 
terms, 278 

Giolitti, ex-premier of Italy, 
disclosures on purposes of 
Austria and Germany in 
1913, 18 

Glass, Carter, member H. R. 
and Senate, Secretary U.S. 
Treasury, Wilson’s letter of 
1912 to, on currency reform, 
41; becomes chairman H. R. 
banking and currency com- 
mittee, 43; frames Federal 
Reserve bill, 44; his part 
in its enactment, 45; re- 
marks on Federal Reserve 
Law, 38, 80; floats Victory 
Loan ‘as Treas. Secretary, 
Bir 

Gold, post-war accumulation 
of, in U.S., 7; large export 
of, in 1909, 9; imported in 
Ig12 and exported largely 
next year, 19; hoarded in 
Europe, during Balkan War, 
19; large exports of, early in 
1914 to Europe, 72: pay- 
ment of, in 1914, arranged 
for on maturing American 
obligations, 85; shipments 
made to Canada, 85; import- 
ance of maintenance of pay- 
ments in U. S., 88, 89; im- 
portations begin, 90; im- 
mense increase of I9I5 in 
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Gold—Continued 
Europe’s shipments of, to 
S., 129; where gold was 
obtained for shipment, 130- 
133; in circulation at out- 
break of war, in England 
and France, 131; accumu- 
lated by European govern- 
ments, 131, 132; sent from 
‘Transvaal. to)*U.—8., 133; 
war-time rise in U. S. hold- 
ings of, 141; in Federal Re- 
serve and private U. S. 
banks, 142, 143; U.S. supply 
of, when war declared on 
Germany, 206; import of, 
ceased when U. S. entered 
war, 207; distribution of, 
between Federal Reserve 
and private banks, 207; ex- 
port of, from U. S. begins, 
239; Government obstructs 
export, 240, 241; effect of 
action on exchange market, 
243; U. S. in 1918 holds 40 
per cent of world’s stock, 
275; removal in I919 of 
restriction on export of, 
315; large shipments of, 
315; exports of, cease in 
middle of 1920, 414; im- 
mense imports of, in four 
next years, 415, 422; our 
part of world’s stock, 422; 
exports of, at end of 1924, 
426; economic aspects of 
accumulation, 430; 
continued gain of, 431; pol- 
icy of Federal Reserve re- 
garding, 432 
“Gold pool” of 1914, arranges 
to meet maturing foreign 
obligations, 84, 85 
Gompers, Samuel, Pres. Amer. 


Federation of Labor, ap- . 


proval of, claimed for Plumb 
railway plan, 355; refuses 
comment on plan, 358 
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Government bonds, fall in 
France and England during 
Balkan War, 19; decline of 
1920 in, on U. S. market, 
42 

Grain Corporation, created to 
finance U. S. grain market- 
ing in war time, 256; enor- 
mous operations of, 258- 
260; activities terminated, 


372 

Grey, Sir Edward, British for- 
eign minister, predicts in 
1914. complete collapse of 
Europe’s trade, 69 


H 


Harding, Warren G., elected 
president in 1920, 378; 
causes of his great majority, 


379 
Halfierich, Karl, German fi- 
nance minster, criticizes 
England’s war loan flotation 
omethods, 182; defends Ger- 
man plan of conducting war 
with loans, 199 
Hines, Walker D., director 
general of railways, his re- 
port on R. R. finances under 
government operation, 348 
Hitchcock, Gilbert, U. 
Senator, denounces Plumb 
railway plan, 357 
Hoover, Herbert, selected in 
1917 for Food Administra- 
tor, 255; appeals to people to 
reduce wheat consumption, 
260; thinks government con- 
trol of wheat benefited far- 
mer, 262 
Hughes, Charles E., nominated 
by Republican party for 
President in 1916, 155; diffi- 
culties of his campaign, 156; 
believed to have won elec- 
tion, 157; defeat of, by Wil- 
son, 157 
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Import trade, great increase of 
1910 in, 9; huge volume of, 
in 1919, 311; decrease of, in 
1921, 421; great increase of, 
in next two years, 425; 
exceeds export trade in 
1923, 425 - 

Income tax, U. S., imposed 
during Civil War, 193; de- 
clared unconstitutional in 
1894 by Supreme Court, 194; 
Constitutional amendment 
authorizing, 194; rate for, in 


1913, 1916, 194; in 1917, 
195. . ; ‘ 
Inflation, discussion of, in 


war-time, 305; high prices 
of 1920 popularly ascribed 
to, 306-308; governor of 
Federal Reserve Board’s 
view of, 307; Congress asks 
for investigation of, 310; 
theory of, as result of U. S. 
gold holdings, 430; aspects 
of, 433 : 

Interstate Commerce Commis- 
sion, vetoes I913 railway 
rate advance, 17; advises in 
I9I7 government operation 
of railways, 248 

Iron trade in U. S., recovery 
of I909 in, 9; reaction in 
1910, 9; large production of, 
during 1912, 16; enormous 
increase of output during 
I9I5, 119; production of, 
decreases after war, 286; re- 
vival of, after 1921, 424 

Italy, refunds debt to U. S. 
government, 429 


J 


Japan, Germany endeavors 
to invite in 1917 into attack 
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on U. S., 160, 161; financial 
collapse of 1920 in, 332 


K 


Kitchener, Lord Herbert, Brit-- 
ish War Minister, report of 
1915 on deficiency in war 
munitions, II0 


L 


La Follette, Robert M., U. S. 
Senator, votes for war fin- 
ance bill of 1917, 170; pro- 
poses war subsidy to Eng- 
land in exchange for Can- 
ada, 170 

Labor, unemployment in U. S. 
at beginning of I9I5, 96; 
rapid increase in wages of, 
during war-time, 230; re- 
volt of European, after war, 
280; unemployment in U. S. 
predicted, 285; result en- 
tirely different, 299; rise in 
wages of, 300; lavish pur- 
chases of goods in 191g by, 
301; demands share in 
earnings of railways, 354; 
acquiesces in ‘Transporta- 
tion Act, 365 

Lacombe, E. H., Justice U. S. 
Circuit Court, sweeping in- 
terpretation of Anti-Trust 
Law, 21, 22 

League of Nations, Senate re- 
fuses American participa- 
tion in, 281 

Liberty loans, authorized by 
Congress, 175; question of 
immunity from taxes, 177; 
first issue, 178; second and 
third issues, 178, 179; prices 
of, in war time, 178; doubts 
over amount of first issue, 
179; program for floating, 
180; Europe’s example, 182; 
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Liberty loans—Continued 
how name “Liberty loan’’ 
was selected, 183; the Lib- 
erty loan ‘drives,’ 183- 
187; subscriptions to, 186; 
how subscriptions were ob- 
tained, 188, 189; company 
subscriptions to, 189; divi- 
dends paid in, 189; holdings 
of in I919, by banks, 190; 
banks guarantee in 1918 to 
lend to subscribers at rate 
borne by bonds, 190-192; 
amount of, subscribed with 
borrowed money, I9I; pro- 
portion of war expenses 
paid by, compared with 
taxes, 197-200; interest rate 
on, artificially kept down, 
202-204; decline in market 
price of, after war, 341; 
severe break of 1920, in, 342 

Lloyd-George, David, initiates 
in 1915 unlimited purchase 
of munitions by England, 
III; criticizes German war- 
loan expedients, 182 

Loans of Europe to U. S. 
before 1914, 6 

Loans of U. S. government to 
Europe, Wilson foreshadows 
in war speech, 162; popular 
ideas regarding probable 
amount, 165; Treasury pro- 
poses initial advances of 
$3,000,000,000, 167, 172; 
Congressional discussion of, 
169; popular approval of, 
171; estimated amount 
doubled, 173; provisions of, 
regarding interest rate and 
redemptions, 177; increase 
of, in year after peace, 291; 
amount of, at end of 1918, 
420; negotiations for begin- 
ning of payment on, 429; 
England, Belgium and Italy 
refund, 429 
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Loans of U. S. market to for- 
eign countries, Bryan dis- 
approves war-time advances 
to belligerents, 111; prece- 
dent for, 112; objection 
waived, 112; Anglo-French 
loan of 1915 placed, 138, 139; 
Europe borrows $1,000,000,- 
000 in two years, 139; enor- 
mous increase of, after 1921, 
426, 428; interest rate paid 
on, 427; effect on interna- 
tional balance, 428 

London, earlier talk of dis- 
placement of as world centre 
by N. Y., 8; American rail- 
ways borrow in, 8; relin- 
quishes in I915 place as 
world money-center, 107 

Loree, L. F., estimate on for- 
eign holdings of U. S. secur- 
ities at outbreak of war, 60; 
estimate of sales in IgI5, 
103; estimate of sales in 
AIQI6, 128 

Low, Seth, declares in 1914 
that Europe has embargoed 
commerce of the world, 62 

Ludendorff, his “drive” of 
1918, effect on financial sen- 
timent, 277 

Lusitania, sinking of, by Ger- 
many, in 1915, effect on 
American attitude towards 
the war, 150; on the stock 
market, 151 


M 


McAdoo, W. G., Secretary 
U.S. Treasury and Director 
General Railways, calls con- 
ference of business men in 
1914 to meet financial emer- 
gency, 67; submits 1917 war 
estimates, 167, 172, 173; 
public speeches of, for war 
loans, 184; takes direction 
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McAdoo W. G.—Continued 
of railways, 251; recom- 
mends in 1919 extension of 
state control, 350 
McKenna, Joseph, Associate 
Justice U.S. Supreme Court, 
opinion on Anti-Trust Case 
against U. S. Steel Co., 27 
Mexico, dispute with, dis- 
turbs 1914 markets, 53, 55; 
Germany invites to recover 
“lost provinces’’ from U.S., 
160 
Michaelis, German Chancellor, 
speech on declaration of war 
by U.S., 160 
Monetary Commission of 1908, 
investigates data for cur- 
rency reform bill, 35 
Money market in U. S., high 
rates on in I912, on out- 
break of Balkan War, 19; 
decline at beginning of 1914, 
52; low rates on eve of great 
European war, 54, 55; ad- 
vance to 8 per cent in war 
panic, 73; decline at end of 
1914 to 4 per cent, 90; low 
rates on, in war-time, 146, 
147, 201; influence of Fed- 
eral Reserve on, in war- 
time, 203; violent rise of 
1920 in, 330 
Money Trust investigation” 
of 1912 by H. R. banking 
committee, 42; described 
by chairman as a farce, 43; 
its connection with Federal 
Reserve Law, 43; report on, 


44 

Moratorium on debts, declared 
on outbreak of war by Euro- 
pean markets, 69, 70; ap- 
plication of, to N. Y. money 
market urged, 82; proposal 
successfully opposed, 83 

Munitions of War, small ex- 
ports of, by U. S. to bellig- 
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erents early in I915, 109; 
inadequate supply of,» in 
England, 110; U. S. govern- 
ment’s attitude regarding 
shipments of, 112; German 
ambassador concedes legal-. 
ity of, 113; immense orders 
for, placed in U. S. later in 
1915, 114, 115; orders for, 
when entered war, 
219-221; export of, to other 
belligerents, slackens in 1917, 


221 

National bank act, inadequate 
provision for emergencies, 
29; lack of elastic currency 
under, 30; dangers of, proved 
by Europe’s experience, 30, 


31 
National banks, see Banks in 


U.S. 

New York City, maturing in- 
debtedness of 1914 to 
Europe, 61; bankers pro- 
vide for repayment of, in 
gold, 84; replaces London 
in I915 as world money 
centre, 107; foreign depos- 
its accumulate in, 107 


O 


“Outlaw market” for stocks 
during suspension of Stock 
Exchange business, 98; op- 
posed by bankers, 99; course 
of prices on, 100; trading 
in, ceases, IOI 


2 


Paper money, increase of in 
Europe after war, 327, 330 


Peace, prospect of, how re- 
garded by financial markets 
during the war, 151-154; 
restored by German sur- 
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Peace— Continued 
render, 278; treaty of, re- 
jected in original form by 
U. S. Senate, 281; separate 
arrangement ‘for, with Ger- 
many, 282 

“Plumb plan’ of 1919 for 
R. R. operation, 352; pro- 
posed in Congress, 353; de- 
manded by railway labor 
unions, 354; denounced by 
public men, 357; opposed by 
farm organizations, 358; re- 
jected by Congress, 359 

Pomerene, Atlee, U. S. Sen- 
ator, denounces Plumb rail- 
way plan, 357 

Prices, decline of I909 in, 9; 
of wheat, 1914 decline in, 64; 
of cotton in I914, 65; in 
1915, 95; of wheat, advance 
in I915, 98; general rise in, 
during 1915 and 1916, 145; 
relation of, to increased gold 
holdings of U. S., 146; vio- 
lent rise of, when U.S. en- 
tered war, 264; reductions 
of, on war orders, 266; 
movement of, after Napo- 
leonic wars, 282; after U. S. 
Civil War, 283; early de- 
cline of 1919 in, 289; subse- 
quent violent advance of, 
295; influence of specula- 
tion on, 302; high point 
reached in 1920, 324; Con- 
gress asks investigation of 
rise in, 325; advance in 
Europe after war, 327; de- 
cline in 1920 not predicted, 
330; collapse of, in Japan, 
332; break of 1920 begins in 
U. S., 335; disbelief in con- 
tinuance - of decline, 338; 
great break at end of 1920 
in U. S., 391-398; decline 
lasts until end of 1921, 412; 
scope of, 413; fall in U.S. 
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and Europe compared, 418; 
ey, after 1922 substan- 
tial, 


Public debt, increase of, during 


U. S. participation in war, 
187 


Pujo Committee, see Money 


Trust Investigation 


R 


Railways of U. S. place loans 


in I910 with Europe, 8; 
rate advances of 1910 vetoed 
by Interstate Commerce 
Commission, I0; new con- 
struction of, in I914, at 
lowest in 50 years, 95; in- 
crease of traffic on, in war 
time, 223; congestion of 
traffic on, in 1917, grows 
serious, 245-248; proposal 
for government operation of, 
248; President takes over, 


, 249; guarantee of earnings 


to, 250; operation of, by 
government, 251, ZE2 
statements regarding return 
to private ownership, 253; 
congestion of 1917 on, 266; 
priorities in traffic, used by 
War Industries Board, 268; 
finances of, under govern- 
ment operation, 346-348; 
McAdoo recommends exten- 
sion of Federal control of, 
350; Wilson fixes date for 
return to private operation, 
351; “Plumb plan’ pro- 
poses division of profits with 
labor, 352; rejection of 
“Plumb plan,’ 359; farm 
organizations favor return 
of to owners, 35; public 
against continued Federal 
operation of, 360; Congress 
passes laws for return to 
owners, 362; provisions of 
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Railways of U. S.—Continued 


Transportation Act, 363; 
six-months’ government 
guarantee of earnings, 364; 
feeling in regard to outlook 
of, 365; plans for consol- 
idation of, 366; decreased 
freight movement of Ig21 on, 
413; reduced earnings of, 
414; rapid increase after 
1921 in traffic of, 425 


Redfield, Wm. A., U. S. Secre- 


tary of Commerce, plan of 
1919 to stop trade reaction, 
287; plan abandoned, 293 


Repington, Col., criticism on 


deficiency of British war 
munitions, IIO 


Republican party, defeated in 


1910 elections, 11; loses 
presidency in 1912 election, 
13; refuses to endorse Al- 
drich currency bill, 40; de- 
feated in 1916, 157; attacks 
Wilson war policies in 1920 
platform, 375; sweeping vic- 
tory of, 379 


Reserve banks, see Federal 


Reserve 


Revenue, U. S. public, in war- 


time; plans of 1916 for, 164; 
estimates of I9I17 on, I7I- 
174; early war deficit in, 
174; amount raised during 
1917 and 1918, 195-197 


Roosevelt, Theodore, ex-pres- 


ident of U.S., his attitude of 
1914 on American neutral- 
ity, 12; towards currency 
legislation, 13; electoral vote 
of 1912 and 1904 for, 13, 14; 
effect of his 1912 third-party 
candidacy, 14; plan to raise 
independent force in I917 
for war, 164; idea disap- 
proved, 164 


“Rule of reason,” U. S. Su- 


preme Court’s application 


Index 


of, in Anti-Trust Law deci- 
sion, 25, 26 

Russia, U. S. gets gold reserves 
of, 7; war declared on in 
1914 by Germany, 55; sends 
gold in war-time to London . 
and U. S., 132; decrease in 
U.S. trade with, during 
1917, 222 


S 


Sanborn, W. H., Judge U. S. 
Circuit Court of Appeals, 
opinion on Anti-Trust Law, 


23 

Schiff, Jacob H., urges main- 
tenance of gold payments in 
1914, 82 

Schwab, Chas. M., prediction 
of trade after war, 286 

Shipping, U. S., increase of 

war-time facilities, 272 

South America, speculation of 
1920 in, 387; our enormous 
exports to, 388; signs of com- 
mercial trouble in, 390; 
break in market of, 391; im- 
porters of, refuse to accept 
American ‘consignments, 393 

Spain, U.S. exchange on, rises 
in 1917, 237 

Spanish Wat of 1898, financed 
by increased excise taxes and 
loans, 193 

Standard Oil Co., dissolved in 
I9II under Anti-Trust Law, 
24-27; decision regarding, 
25, 26 

Steel, fall in price of, during 
1910, 9; early depression of 
1915 in trade of, 95; enor- 
mous increase in output, 
later in year, 119; large 
earnings of producers, 120; 
price reduced in 1917, on 
army orders, 269; decrease 
in I9I9 production, 286; 
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Steel—Continued 
exports of, decrease, 289; 
decrease of 1921 in output 
of, 413 

Sterling exchange, goes to $7 
in 1914 war panic, 71; falls 
to parity when gold pay- 
ments are maintained, 89; 
moves in favor of N. Y. at 
close of 1914, 90; falls to 
$4.50 in 1915, 137; con- 
sternation caused by de- 
cline, 137; operations in 
N. Y. to support, 234-237; 
depreciation in neutral mar- 
kets, 236; “peg”’ withdrawn 
from, in I919, 313; violent 
decline in, 314; falls to 
$3.18 in 1920, 344 

Stock Exchanges, suspend bus- 
iness in Europe on outbreak 
of the war, 56; New York 
closes after hesitation, 57; 
reasons for suspension, 55- 
58; effect on bank position, 
59; New York reopens in 
Dec., 1914, IOI 

Stock market, fails in 1914 to 
foreshadow outbreak of war, 
52, 53; unaffected by Sara- 
jevo news, 54; violent break 
of July, 1914, on war news, 
57, 58; trading on curb dur- 
ing suspension of Stock 
Exchange, 98-100; rise of 
prices on Stock Exchange 
reopening, 101, 102; Europe 
re-sells its American securi- 
ties in 1916, 103; rapid ad- 
vance on, in 1915 and 1916, 
148; spectacular advances of 
industrial shares, 149; how 
influenced by war news, 150; 
by prospect of peace, I5I- 
153; decline on, when U. S. 
entered war, 214, 225, 274; 
no decline in 1918 on ‘“Lu- 
dendorff drive,’ 277; ad- 
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vances on peace overtures, 
278; wild advance of 1919 
in, 321; breaks on higher 
Reserve bank rate, 323; re- 
sumption in 1920 of specu- 
lation on, 325, 331; declines 
after Harding election, 380; 
overwhelming break on, at 
end 1920, 399; scope of 
“deflation’’ decline on, 413 

Stone, W.S., president Locomo- 
tive Brotherhood, threatens 
trouble if railways are re- 
stored to owners, 354. 

Submarine policy of Germany, 
158-160 

Sugar, speculative rise of 1919 
in price of, 296; actual state 
of supplies, 296 

Supreme Court of U. S., 
“Rule of Reason’’ decision 
under Anti-Trust Law, 25, 
26 


Sweden, obstructs war-time 
importation of gold, 238 
At 


Taft, William H., president of 
U.S., attitude towards cur- 
rency legislation, 13 

Tariff, effect of 1913 reduction 
in, 17; Hughes makes issue 
of, in 1916 campaign, 156 

Taxes, (see Income Tax, Ex- 
cess Profits Tax), first war 
loan to be free of, 177; pro- 
visions of 1917 for, 194-197; 
proportion of war expenses 
paid by, as compared with 
loans, 197-200 

Trade, foreign, see Exports, 
Imports and Balance of Trade 

Trade, in U. S., brief recovery 
of 1909 in, 9; depression in, 
between 1910 and Ig14, 9, 
10; panic in, at outbreak of 
war, 62-68; depressed con- 
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Trade, in U. S.—Continued 
dition of, in early part of 
1915, 94-96; sudden revival 
of, 124; effect on, of U. S. 
entry into war, 22I, 222; 
reaction in, immediately 
after war, 286-288; Red- 
field plan of 1919 to revive, 
287; violent activity in, 293- 
295, 298-302; unwholesome 
condition of ‘“‘boom’”’ in, 
304; great activity at end of 
1919, 329; early reaction of 
1920 in, 335; hopes of recoy- 
ery, 373; unfavorable pre- 
diction of experts, 374; illu- 
sions of 1920 regarding, 385; 
trouble in South American 
branches, 390; demoraliza- 
tion of, through 1920 can- 
cellation of orders, 394, 397; 
severe losses of 1920 and 
192I in, 397; failures in, 
398; business failures in, 
during 1921, double preced- 
ing year, 413 

Transportation Act of 1920, 
see Railways, 365 

Transvaal, U. S. absorbs out- 
put of, 7; gold production of, 
in war-time, 132, 133; ships 
to Canada and U. S., 133 

Treasury, U. S., calls confer- 
ence of bankers to meet 1914 
war panic, 82; estimate of 
April, 1917, on cost of war, 
167, 172; increase in esti- 
mates of, 173; issues short- 
term notes in April, I917, 
176; grants immunity from 
taxation to first war loan, 
177; offers second and third 
war loans, 178, 179; descrip- 
tion of loan campaigns by, 
183-185; balance-sheet of, 
in 1918 fiscal year, 196; de- 
clares purpose of paying 
one third of war cost by 


taxes, two thirds by loans, 
199; relation with the banks, 
202, 204; opposes 1919 ad- 
vance in Reserve bank rate, 
320 


U 


United States, change of in- 


dustrial financial position by 
the war, 5-8; economic 
weakness in, after 1907 
panic, 8; financial recovery 
during 1909 in, 9; depres- 
sion of I9I0 in, 9, 10; trade 
recovery of I9gI2 in, 16; 
disappointing reaction, 17; 
indebtedness to Europe on 
outbreak of war, 60; col- 
lapse of export trade on out- 
break of war, 62-66; confi- 
dence restored at end 1914, 
gi; uncertainties of 1915 
business outlook, 92-96; 
movement of foreign capital 
into, in 1915, 108; immense 
increase in war-time export 
trade of, 115-118; notable 
revival of home trade in, 
during 1915, I2I, 146; heavy 
importations of European 
gold, 131-133; feeling of 
people regarding European 
war, 154; effect on, of Ger- 
many’s 1917 proposal for 
attack by Mexico and Japan, 
161; declares war on Ger- 
many, 161; ideas of scope of 
our participation in the war, 
163-165; preparations for 
war, 166-168, 174-177; cost 
of war to, 197; proportion of, 
paid in loans and taxes, 197, 
198; balance of international 
payments, I914 to 1918, 
276; fails to join League of 
Nations, 281; ‘‘trade boom”? 
of I919 in, 294; financial 
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United States—Continued 


crisis of 1920 in, 382; defla- 
tion in markets of, 401; 
reaction of 192I in, 413; 
subsequent position in in- 
ternational finance, 423 

U. S. Steel Corporation, suit 
against under Anti-Trust 
Law, decided for company, 
27; rapid decrease in I914 
output, 68; reaction in busi- 
ness of, early in 1915, 95; 
re-sale of its shares in 1915 
by European holders, 103; 
immense increase of produc- 
ing facilities in war-time, 
120, 285; large subscriptions 
to Liberty Loans, 189; pro- 
duction of steel, when U. S. 
neutral and at war, 222; 
profits of, reduced when U.S. 
was at war, 273 

U. S. Treasury, calls confer- 
ence of business men in 1914 
crisis, 67; report on bank 
failures, 74; presents war 
budget in 1917 to Congress, 
167; estimates of war ex- 
penditure by U.S., 171-173; 
activities in floating war 
loans, 184; interest rate on 
short loans of, rises in 1920, 


340 
V 


Victory loan of 1919, ‘‘drive”’ 
for, 185; offering of, 312; 
oversubscription Ok, Buir) 
Von Tirpitz, Admiral A. ey 
describes German  skepti- 
cism over results of U. S. 
entry into war, 160 


WwW 


Wanamaker, John, sweeping 


cut of retail prices by, in 
1920, 335 
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War, the European, its world- 


wide economic i Wence ns): 
financial resources called 
into play by, 4; effect on in- 
ternational position of U. S., 
6, 7; outbreak of in 1914 un- 
expected, 52; absence of 
financial preparation for, 
52-55; outbreak of, causes 
world-wide financial paraly- 
sis, 55; outbreak of, in 
1914, 51; markets wholly 
unprepared for, 53; finan- 
cial effect of, at start, 55-75; 
financial results of, in 1915 
and 1916, 108-136; entry of 
U. S. into, 161; plans for 
U. S. participation in, 162- 
168; number of U. S. sol- 
diers enlisted in, 168; finan- 
cial provision of U. S. for, 
175-199; spirit in which 
U.S. entered, 215; selective 
draft in, 216; increase U. S. 
army in 1917 and 1918, 216; 
ideas regarding, when U. S. 
entered war, 217; effect of 
our participation in, on 
American trade, 218-224; 
campaigns of 1917 and 1918 
in, 277; ends, 278 


War, Balkan, of 1912, outbreak 


of, 17; feared to foreshadow 
general European war, 18; 
action of markets during, 19; 
terminated by peace settle- 
ment, 19; effect on world’s 
trade, 20 


War with Spain in 1898, gov- 


ernment borrowing in, 179; 
total public expenditure in, 


193 aoe AE 
War, U. S. Civil, display of 


financial resources in, 5; 
loans of, floated at par, 175; 
increase in public debt dur- 
ing, 179; Jay Cooke’s plan 
to float loans in, 181; public 
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expenditure in, compared 
with European war, 196 
War of 1812, nature of U. S. 
participation in European 
conflict, 163 

War Industries Board, organ- 
ized in 1917, 265; its advis- 
ory program, 265; Wilson 
extends powers of, 267; Bar- 
uch made chairman of, 267; 
scope of authority, 268; 
brings down prices of war- 
material, 269; arranges con- 
version of non-essential pro- 
duction to essential, 270; 
ceases in 1919 to fix prices, 
8 


287 

War Orders, see Munitions 
Warburg, Paul M., instrumen- 
tal in framing currency re- 
form bill, 34 

Wheat, shortage of IgII in 
U. S., 10; large harvest of, 
in 1912, 15, 16; 1914 yield 
breaks all records, 63; out- 
break of war stops exports 
of, 63; price declines, 64; 
Europe buys heavily in 
1915, 97; immense increase 
of exports, 97, 98; large 
profits of growers, in 1915 
and 1916, 121; American 
crop of I915 exceeds one 
billion bushels, 125; crop 
of 1916 runs short, 254; 
price goes in 1917 to $3.45, 
254; Chicago market sus- 
pends “future trading,” 254; 
government guarantee au- 
thorized by Congress, 255; 
government administration 
of market begins, 255, 256; 
“fair price’ determined, 256; 
marketing of, by Grain 
Corporation, 258-263; Am- 
erican consumption of, re- 
duced, 259-262; dispute as 


Index 


to valid price of, 262: pro 
fits of growers of, while 
U. S. was at war, 263; sells 
in 1919 above highest war 
price, 295; guaranteed price 
of, after end war, 368; end- 
ing of government control 
proclaimed, 369; apprehen- 
sions of consequences, 369- 
370; confused ideas of trade, 
371; rapid break in price, on 
withdrawal of guarantee, 
372; grain associations or- 
der farmers to hold for $3 
price, 402; price falls to one 
dollar, 403; difficulties of 
producers, 403-404; Europ- 
ean shortage of 1924 causes 
rise in price, 426; 
world’s production of, 434, 


435 
White, Edward D., Chief Jus- 


tice U. S. Supreme Court, 
delivers ‘“‘rule of reason” 
opinion on Anti-Trust Law, 
24-26 


Wilson, Woodrow, elected in 


1912 Pres. U.S., 11; bearing 
of his election on war-time 
events, 12; on Federal Re- 
serve legislation, 12; urges 
immediate currency reform, 
41; his effective support of 
Reserve bill, 45; asks bel- 
ligerent Europe to state war 
purposes, 153; renominated 
for presidency in 1916, 155; 
nature of his campaign, 155; 
re-elected, 157; advocates 
war on Germany, I61; out- 
lines nature of campaign, 
162; upheld by country in 
1917, 163; proclaims ‘“ Lib- 
erty day” in drive for loan 
of 1919, 185; decrees gov- 
ernment operation of rail- 
ways, 249; appoints Hoover 
food administrator, 255; ac- 
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Wilson, Woodrow— Continued guarantee, 369; war policies 
cepts German terms of of, attacked in 1920 Repub- 
peace, 278; goes to Paris for lican platform, 376-378 
peace conference, 281; an- | Wool, rise of 1919 in price of, 
nounces termination of state 296; actual state of supply 
operation of railways, 351; of, 297 
announces ending of wheat 
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